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Regional Planning Legislation in 
Underdeveloped Areas! 


By CHARLES ABRAMS* 


- DRAWING legislation for a regional 
plan the legal draftsman is met at 
once by the perplexing question of what 
precisely is a “region.” The dictionaries 
The Ox- 
ford dictionary defines a “region” as: 


)—a more or less defined portion of 


the earth’s surface, especially as 
distinguished by certain natural fea- 
tures, climatic conditions, a special 
fauna or flora or the like. 


+—an area, space, or place, of more or 


less definite extent or character. 


/—an administrative division of a city or 


district. ! 


“Regionalism” an equally perplexing 


term, is defined as: 


—a tendency to, or practice of, regional 


t This article is, in essence, a condensation of a paper 
delivered at the Seminar on Regional Planning of sixteen 
southeastern nations in Asia held in Tokyo, Japan under the 
auspices of the United Nations in July 1958. 


*Visiting Professor, Massachusetts Institute of Tech- 


©) nology, and former New York State Rent Administrator and 
head of UN Mission to Ghana, Pakistan, Philippines and 
) Turkey. 


1A fourth definition of “region,” applied in 1704 to the 


') “regions of the air,” might be ignored as obsolete except for 
® the recent concern over the rockets indiscriminately circling 


in orbit which seem to be stirring demands for some sort of 
atmospheric regional planning to demarcate the emerging 
spheres of stratospheric influence. 


systems or methods; localism on a 
regional basis. 


Neither the dictionary definitions of 
region and regionalism nor any of the 
definitions proffered by the professional 
planners are clear enough for the legis- 
lative draftsman to graft into a statute 
without courting trouble. It is easier to 
find a common ground in emotional 
aspirations than in precise meanings. 
The terms are used freely also in business, 
government and the social sciences but 
here too they have such diverse applica- 
tions that it is impossible to find a com- 
mon basis of understanding. 

Efforts to agree on a precise definition 
are apt to draw fire from many direc- 
tions. ‘The failure to discriminate be- 
tween the many distinct factors that 
underlie the emergence and persistence 
of regions,” says Louis Wirth, “‘is a se- 
rious fault of present day scholarship and 
research. It has failed to distinguish 
between genuine and spurious regions. 
Areas of homogeneity have been mis- 
takenly represented as areas of integra- 
tion. It has been mistakenly assumed that 
physical regions also inevitably consti- 
tute economic, cultural, and political 
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regions ... .. Regionalism as a dogma can 
easily degenerate into a cult.’’? 

In France after the revolution “reg- 
ionalism” was shaped into a tool of cen- 


tralization so that the intellectual life 


which was still flourishing in the prov- 
inces at the time of the revolution was al- 
most completely stifled thereafter. 
Under the new regionalism France soon 
became a suburb of Paris and an arm of 
its Chamber of Deputies. Continuing 
protests ultimately won some decentral- 
ization and local self-government. The 
histories of Spain, Italy and Germany 
presented other types of problems and 
conflicts that grew out of the regional 
idea.* 

What seems clear is that regionalism 
is no pill that kills all the bugs and solves 
allills. Nor is regionalization a universal 
solvent with similar effects under all cir- 
cumstances and on all bodies politic. 
Regionalization may be a sound mech- 
anism for deconcentrating unworkable 
central power into smaller functioning 
units; a means of unravelling and ration- 
alizing a complex web of conflicting local 
jurisdictions and making them work more 
efficiently; a public device for harnessing 
nature’s power and transmitting its bene- 
fits to the people of a region; a means of 
controlling the healthier growth of an 
area and stimulating its development 
through governmental processes. Re- 
gionalization may embrace a cohesive 
area with a sense of its own identification 
which must be respected, or it may be a 
pretext by a central government for 
winning political hegemony over health- 
ily-functioning local bodies and levelling 
their wholesome diversities into a rigid 
mold. 

The volumes written on regionalism 
cast little light on regionalization as a 

2 Merrill Jensen, Regionalism in America (Madison, Wis- 
consin: University of Wisconsin Press, 1951), pp. 392, 393. 


3 See Hedwig Hintze, Cyclopedia of Social Sciences, Volume 
XIII, p. 208. 
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policy in planning, particularly as it 
applies to the underdeveloped areas of 
the world. Books on the Tennessee 
Valley Authority are only fractionally 
relevant since the political, social, eco. 
nomic and administrative patterns were 
vastly different when they were under. 
taken in the United States from what they 
are today in Asia or Africa. The re. 
gional restrictions that were imposed in 
the more developed areas were laid upon 
an already operating system of investment 
which was better posed to protect itself 
against excessive regulation. A tried and 
functioning system of protective law and 
tradition functioned to check confiscatory 
exercises. Nor did sporadic socialization 
challenge the main body of private in. 
vestment or initiative. 


Developing countries, however, are in 
the process of formulating their financial, 
social and legal processes. While this 
offers an advantage in that regional plans 
can be laid down without the opposition of 
established jurisdictions or vested interests, 
burdensome regional restrictions or politi- 
cal and economic novelties may discour- 
age the very inflow of investment they 
need for survival or the very local initia- 
tive they need for growth. 


At least 9 different variants can be 
culled from the unanalyzed body of 
regional examples. These are plans of: 
(1) a definable jurisdictional unit such 
as a county, state or province, (2) a 
larger metropolitan complex like the 
London or New York regions, (3) a 
group of municipalities trying to resolve 
their common problems in a region 
through the creation of a new integrating 
unit, (4) two or more states, cities or 
other bodies delegating some powers over 
common problems (water, port, sewage, 
parks, etc.) to a public corporation 
formed specially for these purposes, (5) a 
section of a country whose physiographi- 
cal considerations (such as the harnessing 
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> of a river’s power) make it desirable to 
|) plan the whole area affected by the 
)) project, (6) an international waterway or 
> other form of power or transport which 
makes it desirable to effect a compact 
between two or more countries govern- 
| ing its use and benefits, (7) a new city 
- whose building will necessarily affect the 
surrounding area and which therefore 
| makes it desirable to control the sur- 
' rounding area in the interests of a more 
' rational future growth, (8) an existing 
| city with undeveloped land pulsating at 
- its periphery, whose future development 
' may affect the city’s economy or thwart 
_ itsexpansion, (9) a number of rural areas 
' concerned with problems of flood con- 
| trol, irrigation, water, transportation or 
' other services. 
| gional plan is one of these, the next prob- 
_ lem is to define the powers governing the 
| planning and its implementation. Here 
| again we find that not all regional plan- 
' ning bodies have powers or even the 


Assuming that the re- 


same powers. 


The Functional Categories of Regional 
Planning ~ 


Existing regional plans would appear 
to be identifiakle functionally as advisory, 
restrictive, coordinative, developmental, 
or a combination of these. 


Advisory regional planning bodies exist 
in the developed countries and are either 
official or unofficial bodies. Not having 
plenary powers, their function is largely 
to provide inspirational guideposts, on 
the notion that what should be will be. 
“The Regional Plan of New York and its 
Environs,” for example, is sponsored by 
an unofficial privately-supported organ- 
ization trying to guide some 400 munici- 
palities in three states by illustrating 
where it thinks the expressways, shops, 
residences, industries, transit, parks, park- 
way systems, and civic centers should be 
located. A regional plan association of 


citizens helps finance it, keeps the plan 
current and propagandizes it. The 
association and its plan have had some 
influence upon the ultimate improve- 
ments, much the same as a good book on 
reform in government has helped bring 
about the sound recommendations it 
proffers. Unofficial advisory bodies may 
also serve a political purpose (where 
there are powerful opposing interests) by 
bringing the issues into the open, or 
“running interference” for cautious offi- 
cials unwilling to carry the ball. Citi- 
zens associations are an important fibre 
in the political structure of countries like 
England and the United States and 
a strong force in their democratic de- 
velopment. 

In the United States governors of ad- 
joining states within a putative region 
seem more inclined to advocate the need 
for inter-state planning when there is 
little hope of achieving it while they con- 
tinue to ignore intra-state regional plan- 
ning which can be accomplished by the 
act of the single state legislature. 

In England and Wales regional plan 
committees of various kinds were organ- | 
ized for joint planning schemes but, 
though they were official, they were 
largely advisory in character. The com- 
mittees were content to present ideal goals 
rather than operative programs. West 
Middlesex (suburban), mid-Surrey (semi- 
rural), Manchester (industrial), and the 
Thames Valley (amenity preservation) 
are examples. After World War II 
however, Great Britain found it had to 
put law behind its plans. It not only 
enforced preparation of plans by cities 
but it also controlled land development 
and industrial settlement through a 
central planning and housing ministry. 

Legislation setting up an official ad- 
visory regional planning body should 
meet little political resistance since it 
sacrifices no rights or privileges. Its 
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effectiveness hinges on the prestige or 
eloquence of the spokesmen and the 
magnetic drawing power of the plans. 
Advisory plans do not often leave the 
shelf for translation into actual improve- 
ments. 

A restrictive plan exercises the com- 
pulsive powers to prevent unwise indus- 
trial settlement, deforestation, de-rural- 
ization or misplaced developments of one 
sort or another. The restrictive plan 
presumes that, if you lay down what can- 
not be done, you help bring about what 
should be done. Zoning, permission to 
develop or locate industries, and sub- 
division controls are some of the tools 
available through the police power. The 
tax power may also be manipulated as a 
restrictive device by imposing heavier 
levies in some areas than in others. 

A restrictive plan raises a host of 
questions which have to be answered for 
each country—will the restrictions dis- 
courage private investment? Can they 
be made to stick against the numerous 
local pressures and interests of politicians, 
industry, the worker, the farmer, the 
squatter? Should compensation be 
awarded to those who have been un- 
duly deprived of rights? Can the re- 
strictions be self-operating or should they 
be coupled with more positive and more 
comprehensive programs? 

In general, restrictive plans may be 
partially effective but should be part of a 
broader effort in which restriction is one 
but not the only device. 


A coordinative plan attempts to rational- 
ize the projects of a series of affected 
jurisdictions. It is the tool of cities in 
developed areas whose expansion has 
made cooperation essential. But whether 
coordinative plans win the consents of the 
constituent governmental units usually 
depends on the extent of the pressures and 
the criticality of the needs. If, as in 
Toronto, Canada, there is not enough 


water or there is a critical drainage prob. 
lem, coordinating of functions will more 
readily be agreed to. But if, as in 


Copenhagen and Fredericksburg, (Den. | 
mark) or New York City or Westchester F- 


(New York), coordination may unfavor. 
ably affect a taxpayer’s purse, pride, or 
politics, there is less chance of winning an 


accord. Coordination requires consent 


and consent usually follows out of self- 
interest, fear, crisis and—in rare cases—a 
concern pro bono publico. 

Such coordinative regional _ plans 
should include provisions for: creation of 
the requisite local planning commissions; 
creation of a regional planning com. 
mission composed of representatives from 
the local communities; definition of the 
local and regional commission’s function 
with regard to proposed developments; 
local and regional surveys; direction to 
the public officials to furnish the Com- 
mission with such information as it may 
require; adoption of the master plans of 
the localities and of the region and the 
procedures for certifying the plan to the 
localities involved for their action; pro- 
motion of the plans through education, 
consultation, advice, etc.; and defini- 
tions of the legal status of the plan after 
adoption, e.g., that no development shall 
thereafter occur in violation of the plan. 


The most important (and potentially 
the most constructive) regional plan is 
one in which there is an actual improve- 
ment of major proportions which brings 
inevitable consequence in its wake. The 
harnessing of the Volta River in Ghana 
is expected not only to turn bauxite into 
aluminum but alter the lives and ways of 
a rural-tribal society; disenthral its 
economy from its major dependency 
upon cocoa; inspire secondary industries, 
shipping and trade; improve health; spur 
a migration from depressed areas to 
cities which in turn would spur the need 
for housing, utilities and amenities. It 
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may also have political, social and eco- 
nomic consequences including an altera- 
tion of the relationships between govern- 


> ment, private investment, local agencies 
' and people as well as have other impacts 
- too uncertain to venture. 


Harnessing a river in East Pakistan 


| would reduce flood damage, maintain 
' and extend the area of cropped lands, 


swell their yields, provide navigation, 
wider markets, improved fishing and 
multiple other blessings. 

Control of the Jordan in the Middle 
East would not only affect the physical 
patterns of the two countries concerned 
as well as their rural and urban econ- 
omies, but might ultimately have a bene- 
ficial impact on the political relation- 
ships between them if not on their 
neighbors as well. 

Development of India’s Damodar Val- 


_ ley through an organization similar in 
| some respects to the Tennessee Valley 
| Authority was aimed at preventing the 
' costly floods of the Darhodar River and 
' latterly to speed its fuller development 
| with irrigation, navigation and electric 
_ power projects. 


National Development and 
Regional Planning 


Regional development functions best 


| when part of a broad national develop- 


mental program. While the nature of 
the agencies may vary from country to 
country and region to region, the 
agencies for implementing national and 
regional coordination of development 
schemes may generally include: 


1. A central organization of experts con- 
cerned with the economic planning of the 
country which would evaluate the nation’s 
human and material resources and the best 
means of utilizing them in the national 
welfare. Its work would embrace proper 





‘For the plan of such agencies in Pakistan, see First Five 
Tear Plan: 1955-60, Government of Pakistan Planning Board. 


allocation of public expenditure for develop- 
ment of agriculture (colonization, forestry, 
fisheries, etc.); village aid and rural develop- 
ment; water and power development; trans- 
port and communications; housing; industry; 
training and education; health; social welfare; 
labor and employment. 

2. Provincial or regional agencies operat- 
ing within clearly defined areas of responsi- 
bility for the purpose of fulfilling central re- 
sponsibility under the plan on a less central- 
ized basis. 

3. Statutory authorities or public cor- 
porations charged with fulfilling specifically 
designated programs of development. 

4. Such lesser district administrative agen- 
cies as may be needed to help speed some of 
the developments at the local levels in ac- 
cordance with a national plan. 


5. Local self-governing or village agen- 
cies working in cooperation with the na- 
tional development units. 


6. Such financing agencies and mechan- 
isms as may be needed to help finance the 
development. (Under certain circumstances 
however, financing might be vested in the 
regional development agency.) 


The best legislation can be snarled in 
the execution by a dearth of trained 
personnel to man the agencies; conflict of 
authority; insulation of agencies in the 
field; failure to delegate authority; ab- 
sence of funds. Responsibility should be 
clearly carved out by statute or order and 
cabinet officers whose duties touch upon 
development only incidentally should 
hold down their intervention to a practi- 
cal minimum. In some cases ministries 
may have to be reorganized to vest 
greater authority for a development in the 
single cabinet office directly responsible 
so as to avoid unnecessary duplications 
and approvals. Programs which concern 
local development (particularly rural de- 
velopment) should afford the highest 
sense of local participation and coopera- 
tion. Where local or village government 
does not exist, its genesis should not be 
aborted but encouraged. 
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Localized Regional Development - 


While regional development should 
generally follow a national plan, it may 
also occur in a compact area and affect 
only that area and its immediate sur- 
roundings. The building of a harbor 
where ships were previously unloaded by 
dhingy may spur an area’s trade and in- 
crease its influence as an urban center. 
The harbor’s building sparks conse- 
quences—an influx of workers to build 
the harbor and maintain it; a market, 
trade and office center; a wider road to 
convey the imports; streets, entertain- 
ment and recreation; schools and parks; 
a place for storage, processing and manu- 
facture; an expanded need for police, 
clerks and official officers; projects for 
housing the workers, civil servants, small 
traders and larger investors. The agri- 
cultural belt nearby will be affected as 
the demand for its products is widened 
and some of its land shifts to urban use. 
The opportunities and outlook of its rural 
residents will be altered as the old village 
well gives way to the urban plaza. 

The building of a throughway may 
affect an area extensively rather than in- 
tensively. 
distances to the various cities it links. 
Pedestrian or animal power may be 
supplanted by the bicycle, truck, bus and 
railroad. Farm products as well as the 
farmers themselves now reach the cities 
more often and faster. Access to work 
will now be supplied to a rural popula- 
tion previously cut off from the cities. 
Industries may sprawl outside the new 
central areas. Gas stations and roadside 
villages, trading posts and inns, may begin 
to punctuate the roadsides. Other vil- 
lages may have to be moved back of the 
road to allow it to go through. Controls 
of various sorts will have to be instituted. 
When such an improvement is under- 
taken, the power to acquire more land 
than is needed for the actual road be- 


Workers may travel longer’ 


comes important. 
quired may then be sold, subject to such 
conditions as will respect the best de- 
velopment of the surrounding area as 
well as the road. By such “excess con- 
demnation” the public agency is also 
enabled to conserve for itself the incre- 
ment in value from the road improve- 
ment. 


In all of these cases, important facts 
which the draftsman must know are the 
areas of jurisdiction, the nature of the 
agencies to which the planning is to be 
entrusted, its relations to other public 
bodies, its powers and limitations and the 
methods for financing the improvements. 


The Nature of the Agency and Its Relation 
to Other Agencies 


Power is the rock to which sound 
planning may be safely moored or upon 
which it may founder. Regional plan- 
ning may be either separated from func- 
tion or part of it. When separated from 
function, the planning agency might be 
only the coordinating body whose pri- 
mary duties are to approve the improve- 
ments contemplated by other public 
agencies. Such planning agencies have 
frequently been opposed or snubbed by 
the developmental agencies. It must be 
remembered that in underdeveloped 
countries the public works department is 
the most active agency in the making of 
public improvements. A public works 
department may be equipped and ready 
to build roads and therefore unwilling to 
wait upon the more comprehensive and 
longer range peregrinations of the more 
comprehensive planning agency. Seeing 
its functions disregarded the planning 
agency may then lapse into weary desue- 
tude or confine its energies to exhortations 
and propaganda. This has often been 
the fate of many such non-developmental 
planning agencies. To give a planning 
agency more prestige and authority, a 


The excess land ac. | 
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number of avenues have been considered 
for them: 


(a) making the planning agency a board 
on which the development agencies are 
represented and in which they have an actual 
voice in policy; 

(b) giving the developmental agencies an 
advisory or consulting function within the 
planning agency; 

(c) giving the head of the planning agency 
cabinet rank in the government or province; 

(d) making the planning head a part of 
the capital budgeting office; 

(e) making the planning director an arm 
of the chief minister’s office; 

(f) making the planning board a body 
composed of representatives both from the 
executive and the legislative departments; 

(g) making the planning agency a part of a 
developmental agency such as the public 
works department; 

(h) making the planning unit an auton- 
omous body armed with financing and other 
powers which give it a handle for inducing 
compliance with its orders. 


Each of these alternatives has its strong 
points and weaknesses, its problems and 
potentials; no general rule can do equal 
justice to all countries and situations. 
Often what is illogical on the chart be- 
comes viable under an ingenious head 
while the best considered set-up may de- 
generate under a bungler. An inter- 
departmental board with a policy func- 
tion has the merit of wedding plan to 
product in ceremony only to disclose its 
inferiority during consummation. This 
happens particularly when the heads of 
the component departments tend to 
direct their main efforts toward their 
immediate tasks and lose interest in those 
operations which impose collective as well 
as indirect responsibilities upon them. 
Their interest may flag even more when 
they have only a passive consultative 
function. 

While giving the planning officer 
cabinet rank does elevate planning policy 
to the higher echelons of authority, it 
does not automatically remove inter- 


official conflict and may sometimes in- 
crease it. Making the planning officer a 
part of the chief-minister’s office gives 
planning a direct link to the highest level 
of policy -making but may encumber the 
chief-minister with direct and personal 
responsibility for more duties than he 
can find time to fulfill. Making the 
planning officer a part of the capital 
budgeting office is a strategic position for 
the planning function since the financial 
allocations for improvements are or 
should be made through the finance 
office. Often, however, the budgeting 
office wants to shun all but fiscal duties. 
Making a planning board representative 
of both the executive and _ legislative 
bodies has the advantage of inviting 
better legislative support but confuses the 
legislative with what should be exclu- 
sively an executive function. Finally, 
giving the developmental agency the 
planning function may divert planning 
toward a single work instead of creating 
an over-all, coordinative vantage point 
from which more comprehensive plan- 
ning may emanate. 

There is no answer ex cathedra. There 
are arguments for and against every al- 
ternative and what makes sense in Hong 
Kong, Malta, Singapore or Monaco, may 
make no sense in India, Pakistan, China 
or Brazil. Each will find itself involved 
with a particular administrative com- 
plexity, will be conditioned by the locus 
of planning enthusiasm and talent, by the 
type of developments, the financing 
arrangements and above all by the 
powers, connections, biases or personali- 
ties of the people involved. 


A few generalizations may be pertinent: 
(1) No regional plan can be expected to 
receive the whole-hearted support of 
every section of the national community. 
Sectional interests, customs or traditions 
may spur opposition. But good public 
relations and know-how, coupled with 
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the just use of power, can often hold 
opposition to a minimum. 

(2) Neither the central government 
nor the regional or local unit should be 
universally viewed as the most effective 
unit to do the planning. Generally, the 
wider the interests affected, the nearer to 
the center must be the source of authority. 
However, all relevant units must be in- 
volved, the function of each must be 
defined, the cooperation of each solicited 
and secured from the beginning. 

(3) Planning completely divorced from 
development is apt to prove as frustrat- 
ing as development unrelated to plan. 
The mere filing of a blueprint or book of 
rhetoric with glossy illustrations may have 
inspirational value but prove meaning- 
less in the absence of an improvement in 
sight, capable of activating the plan and 
bringing at least part of it into being. 
The filing cabinets of Turkish cities and 
of some in the Far East bulge with blue- 
prints that can no longer be translated 
into brick and mortar because interven- 
ing private improvements have ob- 
solesced the plans. The happiest plan is 
one which can generate a chain reaction 
of improvements conforming to its pro- 
posals within a foreseeable period. This 
does not mean that a regional plan should 
be devoid of longer range goals but the 
goals must be realistic and not be so dis- 
tant that they can never be scored. 


(4) Planning is the province not of one 
agency but of many. The works agency 
building a road should have planners 
acquainted with its collateral implications 
and with the whole gamut of powers and 
devices in the planning arsenal—better- 
ment and other taxes, compulsory pur- 
chase techniques, design, zoning, recrea- 
tion, etc. The housing agency that 
builds houses or resettles squatters should 
have planners acquainted with the 
aspects of new town building and its wide 
planning ramifications. The water board 


that runs its lines through a fallow waste 
vitalizes it into building lots and sparks 
improvements, the implications of which 
are vast and require a knowledge of 
planning techniques. 

(5) Up to now, however, a gaping 
dichotomy has separated the develop- 
mental and the planning functions. 
Planning was often done in the tower and 
the spade-work in the field. The tower 
sought to impose its influence upon the 
field which felt no obligation to the 
broader plan and most often demurred or 
went its own way. 

(6) The dichotomy will not be bridged 
until a responsibility for planning is felt 
by all the agencies involved. When 
thinking on planning has been insinu- 
ated into every aspect of development 
and function, then and then only is true 
coordination possible. Each function- 
ing agency would then be the well-spring 
of planning ideas incident to its own 
operations and these in turn would 
fertilize healthier and more specific plans 
at the top. 

(7) Such a reorientation of current 
thinking enforces a new look not only at 
the planning process but at planning and 
engineering education. It means that the 
engineers (civil, sanitary, etc.) must be 
given a knowledge of planning principles 
in the schools and that meanwhile as 
many planners as possible should be sought 
for the engineering staffs. An increase in 
the number of planning students and in 
planning courses is essential. 

(8) Rationalization of planning can be 
often achieved by consolidation of func- 
tions. In some countries, housing, roads, 
water, ports and dams are each operated 
by individual agencies while housing may 
be built by all or most. So too, im- 
provement trusts may be developing land 
for the wealthier families, while some 
housing is being built by the munici- 
pality, the public works department, the 
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cantonment board, the industrial trading 
estate, the port trust, the joint water 
board, the post and telegraph depart- 
ment, the electric supply corporation, or 
some other department. This is not 
necessarily bad per se, except where such 
operations are not related to the over-all 
plan and where materials and labor may 
be limited and each agency competes for 
the short supply to the detriment of the 
general good. Here, consolidation of 
some of the functions and coordination 
of others may be the answer. 


In Karachi a statutory authority has 
been set up to take over the housing and 
planning functions of the Karachi Im- 
provement Trust and of the Municipal 
Corporation as well as part of the Central 
government’s refugee resettlement func- 
tions and the Karachi Joint Water 
Board’s operations. The agency is au- 
thorized to prepare a master plan, es- 


tablish housing research stations, in- 
dustrial trading estates, and undertake 13 


varieties of individual schemes. The 
agency is required to prepare an outline 
program for the improvement of various 
areas in the Karachi region and the 
government is required within 90 days 
either to approve or disapprove the pro- 
gram or request modifications toit. If 
there is no disapproval the agency may 
proceed with its plans. This aims to 
minimize the delays usually encountered 
from central agencies. The agency may 
also function outside the city’s environs 
and may acquire land in excess of that 
needed for immediate improvement and 
resell it thereafter. It may declare any 
area a “‘use area” i.e., an areait deems 
ripe for development but which is un- 
reasonably held out of use by its owner. 
This device might achieve the triple pur- 
pose of influencing land development, 
checking undesirable land speculation 
and creating a revenue for the agency. - 


The Public Authority in 
Regional Planning 


A common mechanism for planning a 
specific regional improvement is the 
autonomous or semi-autonomous au- 
thority or commission. Resembling in 
many respects the private corporation, 
these public corporations have long 
functioned for the building of ports, 
bridges, housing, irrigation, highways, 
and other improvements. In contrast to 
the routine administrative agencies, they 
can wheel more freely through the ad- 
ministrative routines and political bottle- 
necks. They are controlled by a board 
of directors or managers and may keep 
receipts and make expenditures through 
their own accounts. The corporate 
agency has been employed not only to 
achieve efficiency in regional planning 
but as a municipal device to avoid debt 
limitations and facilitate public financ- 
ing through its own bond issues. Its 
powers, duties and limitations are pre- 
scribed by statute. 

While more efficient than an adminis- 
trative branch of government, the objec- 
tion has sometimes been raised that the 
public corporation or authority is too free 
from controls and that the frequent crea- 
tion of such bodies complicates rather 
than simplifies governmental operations. 
On the other hand, creating an auto- 
nomous corporation to achieve efficiency 
and then destroying its autonomy by 
making every act subject to the approval 
of a department is worse than vesting the 
responsibility in the department directly. 
There is no point to setting up a mechan- 
isn designed to remove red tape and then 
throttling it with more red tape. 

In the Philippines the vast and varied 
number of disparate corporations “‘super- 
vised by a coordinator” represents one of 
the more flagrant misuses of the corpo- 
rate device. Loaded with political per- 
sonnel it did not need, the housing cor- 
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poration (PHHC) got into serious finan- 
cial trouble. The autonomous corpora- 
tion is no automatic guarantee of effi- 
ciency. 

The question is how to retain enough 
control to insure fulfillment of the parent 
body’s policies without sacrificing the 
essential flexibility the public corpora- 
tion requires. The central ministry 
should (1) appoint key officers and di- 
rectors (except those to be elected); 
(2) prescribe general directions on mat- 
ters touching the national interest; (3) 
grant approval of capital programs; 
(4) audit accounts; (5) receive periodic 
reports; (6) order inquiries and inter- 
vene where inefficiency or corruption 
appears; (7) dissolve it when no longer 
necessary. 

The corporate device has proven effi- 
cient in specific regional projects requir- 
ing quick decisions and freer multiple 
action. Thus, a Harbor Authority must 
not only contract for building the harbor 
but estimate and levy tolls, operate the 
project, make speedy repairs, build hous- 
ing and recreation for its workers, work 
out arrangements with nearby villages 
and other public interests affected, time 
and coordinate the work and build the 
necessary roads and utilities without 
having to wait upon a busy public works 
agency or upon the numerous bureaus 
whose approvals might take months to 
process. 


One of the best ways of assuring an 
authority’s independence and efficiency is 
to lay down its goals and give it the basic 
fuel and equipment with which it can 
move and live without depending for 
every breath and crumb upon the govern- 
ment. Once original authorization for a 
project is given, the authority might be 
authorized to proceed without stagnating 
encumbrances interposed by the govern- 
ment. Independent revenues and land 
acquisition could also be helpful. Singa- 


pore’s Improvement Trust received a two 
percent tax on real property and special 
appropriations for specific purposes. One 
reason some improvement trusts often 
veered toward the less vital but more 
profitable operations such as subdividing 
land for higher income groups was that 
they were given no financial support by 
the government. If their aims were more 
clearly defined—if, for example, they 
were specifically instructed to build 
houses for the poorer families and loan 
funds, subsidies or independent revenues 
were made available to them—they 
might have done their job better. 

One of the least developed utensils of 
the less developed areas is public finance 
through the indraft of private savings. 
Public finance is made feasible when the 
borrowing authority has sound revenues 
by which to secure the borrowings. At 
the same time savings are encouraged 
through the increased availability of safe 
and attractive securities of public authori- 
ties at fair interest rates. 

While the creation of a multitude of 
separate revenue-collecting agencies has 
been often criticized, good policy would 
favor granting some revenue power to a 
regional agency. Bridge and tunnel au- 
thorities depend on toll charges, sewer 
authorities on assessments, water boards 
on water charges and housing authorities 
on earmarked subsidies or taxes. 

There are unutilized sources of reve- 
nues which may be tapped by a regional 
authority, not the least of which are 
betterment taxes and assessments on land, 
the value of which rises through regional 
development. With these revenues, an 
authority might in time develop its 
credit and the borrowing capacity with 
which to finance at least part of its im- 
provements. 


The Problem of Industrial Settlement 


The primary influence in regional de- 
velopment is industrial settlement. It 
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determines the location of people, homes, 
trade, commerce, urban and suburban 
growth. Few will contest the generaliza- 
tion that excessive urban growth is un- 
desirable and that industries are best sited 
where community life and housing al- 
ready function. But stating the fact does 
not make it real. The factors influencing 
settlement today include not only the 
availability of raw materials and labor, 
power, orientation toward the market 
and transportation costs. There are also 
such diverse factors as climate and 
obedience to habit. There is also the 
proximity to education and recreation; 
to officialdom and contacts; to other 
trades and to centers of research; to doc- 
tors, lawyers, dentists, consulates, finan- 
ciers, roads, local markets, airports, 


utilities and people; to the more ample 
choice of skilled personnel, universities 
and better schools for children; to metro- 
politan living and a pattern that affords 


anonymity when required and the ag- 
glomeration of theatres, bridge clubs, 
restaurants and amusements. Finally, 
there are the many enticements an 
executive’s wife craves in the city and 
which she misses in the hinterlands. 
These include the department stores, 
beauty parlors, servants and cooks, better 
prospects for the teenagers, bazaars, 
and the wider choice of friends. In 
areas where good executives are as scarce 
as hen’s teeth, the whims of the hen may 
be more decisive than the most persuasive 
statistics of the planner. 

The big, sprawling, chaotic city in- 
tones its logic in its very being and all the 
planner’s grim forecasts of its forthcoming 
demise have not stayed its ever-growing 
bulge nor the mysterious magnetism 
which continuously distends it. 


Yet how control the surge toward the 
city when it is full, when it drains the 
countryside with its own valid institu- 
tions and when unabating migrations 


cause ever-increasing social distortions 
and financial burdens? One answer is 
that public policy has also moved ahead 
as a force for counterbalancing the grow- 
ing list of incalculables that draw to the 
city. Not only the cudgel of the police 
power, but the aromatic balm of subsidy 
and subvention are in the new kit of tools. 
Thus, industrial location has now become 
the product of a complex set of forces and 
counter-forces, influences and counter- 
influences. The executive’s mate may 
ultimately bow to her husband’s business 
requirements when sweetened by the 
better prospect of a longer trip to Paris 
each year, or a bigger house in a more 
rustic environment. And not the least of 
the counter-forces is the prospect of 
creating new cities with populations suffi- 
ciently large to offer their own challeng- 
ing attractions and diversities. Here lies 
the most promising frontier. It is with 
manipulations of public policy that re- 
gional planning is now most concerned 
and in which it finds its most productive 
levers. 


Regional planning today relies on any 
one or a combination of devices for the 
fulfillment of its goals: 

(1) persuasion, i.e., influencing enterprises 
to settle through reasoning, altruism, or the 
nimbus of public spirit and its gratifications; 

(2) inducement, i.e., offering loans, subsidies, 
housing, land and other public aid or in- 
dulgences; 

(3) compulsion, i.e., prescribing through 
zoning or directive orders the places where 
settlement is permitted and where forbidden; 

(4) direct operations, i.e., purchase of sites 
with public funds, building of factories or 
other installations by government agencies for 
public or private operation; 

(5) public-private joint ventures in which 
government investment is made in private 
operations in return for which the public 
partner insists upon prescribing the conditions 
for industrial settlement as part of the 
bargain; 

(6) “planned inevitability,” i.e., the place- 
ment of public, transportational or other 
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facilities and investments into so tempting a 
gambit that it ineluctably veers the industrial 
move toward the desired square. 

The choice between laissez-faire and 
pre-emption and between reasonable, 
confiscatory and compensable regulations 
calls for a difficult balance of alternatives; 
when funds are limited, subsidized ex- 
pansion in one direction may sacrifice ex- 
pansion in another; the choice between 
diversion of power from the local to the 
central levels may put at stake the pat- 
tern of democratic decentralization, local 
efficiency and better citizen participation. 


In each case regional planning will in- 
volve a ken which cannot always be 
culled from the planning text books. The 
successful devices of one country may be 
applicable to another at a given time or 
place though not in another. Decen- 
tralization of certain functions in India 
may make no administrative sense in 
Israel or Puerto Rico, but may make 
sense in Pakistan. There are no uni- 
versal relevancies in the planning process. 
Cure-alls too often turn out to be nostrums 
and what is a lotion for one body politic 
may be an abrasive for another. The 
best use of foreign devices can be achieved 
by cataloguing and assessing them as 
they were tried in their own settings 
and depositing them in a kit for cautious 
application as and when _ indicated. 
Adoption in any case, will almost in- 
evitably require adaptation. 


Compelling industry to provide hous- 
ing for its workers, for example, will en- 
tail a balance of forces, not the least of 
which is the employer’s willingness or 
capacity to contribute. The objections 
in more developed areas to company 
housing are largely extraneous in under- 
developed areas. Employers have some- 
times found when they settle in raw 

6 With all varieties of home ownerhsip formulae and the 


collective strength of unions they are in fact hardly applicable 
today even in the developed areas. 


areas that they must provide housing to 
induce workers to come. But in other 
cases they will rely on the workers to put 
up their own shelter—usually makeshift 
additions to the world’s slum inventory. 
Where industrial wages are low, a good 
case may exist for requiring contribu- 
tions by employers toward housing their 
workers. All too often they tend to 
house only their higher-salaried people, 
leaving the others to shift for themselves. 
What should be viewed as an alarming 
increase in squatting, wholesale trespass 
and breakdown of legal process is being 
met with acquiescence or despair. 

There are a variety of formulae under 
which housing could be provided, all of 
which will vary with the capacity of in- 
dustry to contribute, the number and pay 
scales of workers, the nature of the site 
location, its effect on in-migrations, 
available utilities, permanence ofthe work- 
ing force, the new public investments re- 
quired and other factors. 

Emphasis on the housing of workers 
has too often been on building costly 
towns that are monuments to the archi- 
tects who build them and tombstones 
for the economy in which they are built. 
Excessive imports and needless outlays 
divert investment from the building of 
essential plants and industries. Mini- 
mum houses or “cores” which can be 
expanded by the occupant as earnings 
permit can hold such investments to a 
minimum while sound planning of land 
and utilities can assure sound neighbor- 
hoods for the longer run and avoid 
inevitable squatting. 

Workers should, wherever possible, be 
permitted to purchase their homes under 
hire-purchase contracts. To avoid specu- 
lation in houses, any allottee selling his 
property should be first required to 
offer it to the authority or society through 
which he obtained it. Since housing in 
each community will be required for 
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small tradesmen and other non-factory 
workers in the life of a community, hous- 
ing for them must be part of any regional 
housing program. The labor housing 
estates should not be isolated adjuncts of 
the factory but be part of comprehensive 
settlements which include mixed eco- 
nomic groups as well as markets, recrea- 
tion, offices, etc. 


Provisions for Curbing Land Speculation 


When land shifts from a rural to an 
urban commodity in a free market, 
speculation is as inevitable as are the 
emotional demands for curbing it. A 
speculator however, is often only an 
investor who takes a bigger gamble. A 
speculator need not always be a buccaneer 
and may even be a gentleman. Whether 
his speculation should be controlled at 
all entails a weighting of the advantages 
against the disadvantages of unrestricted 
markets, of its effect on private initiative 
and its impact on building and national 
development generally. In a free market, 
land speculation is no more wicked than 
cotton or stock speculation. Prospects of 
speculative land profits may sometimes 
even stimulate enterprise and spur sub- 
divisions. On the other hand, runaway 
land prices, when they are the product of 
monopoly may hold back development 
and justify some forms of control. 
Whether to curb speculation, allow it to 
run its course or limit it, becomes a 
question of policy best determined on its 
own facts, shorn of the automatic oppro- 
brium which so frequently accompanies 
it. If raw land (without utilities) is no 
more than twenty-five percent of house 
costs, land cost is not a troublesome 
aspect of housing development. 

Reasonable limitations on land prices 
can be effected without confiscatory de- 





* For a more extended discussion of land cost and specula- 
tion, see Charles Abrams, Urban Land Problems and Policies— 


Town and Country Planning, New York: United Nations 


Bulletin Number 7, 1953. 


vices through any one of a number of 
measures, all of which vary in their 
severity—price regulation, rent regula- 
tion, building regulation, zoning, sub- 
division controls, acquisition of develop- 
ment rights, acquisition and sale of re- 
serve land, taxation, compulsory pur- 
chase, excess condemnation, public ac- 
quisition in advance of planning and 
settlement, the requirement of approval 
to build, reparcellation, the building of 
new towns, and controls through various 
forms of financing and inducements. 
Often, land speculation is a by-product of 
limited transportation facilities and “land 
monopoly” can be neutralized by widen- 
ing access to new land areas. Arbitrary 
restraints in legislation often restrict the 
very private developments and invest- 
ments which might help the region grow. 
Such curbs as price regulation and rent 
control on new building invite evasions if 
not stultification of investment. Taxa- 
tion of land in the form of ad valorem 
levies has proven a feasible means for 
holding down runaway prices, particularly 
when the annually assessed valuation 
and tax levies keep pace with the periodic 
rise in value. Imposition of betterment 
taxes can also recoup some of the incre- 
ment that accrues from public improve- 
ments. 


Legislation and the Rationalization of 
Competing Land Uses 


Allocating land between competing 
uses has always presented a troublesome 
problem. The most desirable land is the 
flat land near the established town and 
everybody wants it—industry, the army, 
the land speculator, the home-builder, 
the park department, the agricultural 
station, the cemetery, and the farmer. 
In Peshawa (Pakistan) 4-crop agricul- 
tural land is being scooped up by the 
hectare to make way for building lots. 
Elsewhere, cantonments sprawl in spa- 
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cious ease while workers huddle into 
crowded makeshifts, old forts or holy 
places. Industry seeks the nearby flat- 
lands for its one story factories, the im- 
provement trust for subdivision and re- 
sale, the speculator or builder for his 
operations, the government for its various 
requirements, and what is not built 
upon is soon appropriated by the 
squatter. 

No country has found it simple to 
grapple with the land scrimmage. While 
competition and the operation of profit 
and loss may ultimately level prices, 
public agencies resolve their conflicts 
(when they do) by paramount political 
pressures and these are not always 
synonymous with paramount national 
needs. 

Planning powers have and can be em- 
ployed for a variety of purposes’ includ- 
ing the control of sprawl and speculation. 
These may aim to: (1) guide the use of 
land to promote the most advantageous 
development of the community (e.g., 
projection of factory, residential, com- 
mercial, park, parking and other sites 
under a master plan); (2) curb the mis- 
use of land so that it will not injuriously 
affect the interests of the community 
(e.g., prevention of slum construction or 
unnecessarily intense development); (3) 
prevent the abuse of land (e.g., preven- 
tion of abortive subdivision, cut-over 
lands, etc.); (4) regulate the non-use or 
dis-use of land (e.g., taxation to enforce 
development ,clearing of unmarketable 
titles, holding land out of use or restrain- 
ing owners of occupied dwellings from 
discontinuing their use); (5) guide the 
re-use of land for more appropriate pur- 
poses (e.g., urban redevelopment, slum 
clearance and re-housing). But while 
power inherently exists in all govern- 
ments to deal with the land problem, it is 


* For an expanded discussion, see sbid., p. 34. 


not always translated into the proper 
legislation. 


The Need for Legislation 


Legislation generally is identified with 
the orderly administration of human 
affairs and regional planning legislation 
with the orderly development of a region. 
But whether legislation is needed de- 
pends both on the nature of the regional 
planning and on the governmental struc- 
ture. Regional planning may be a by- 
product of fiscal policy *® while encourage- 
ment of industrial settlement by subsidy, 
tax exemption or public works are also 
forms of ad hoc regional planning. In 
some places a regional plan may be 
authorized by order instead of by legisla- 
tive enactment but, whether by legisla- 
tive enactment or order, the planning 
powers must be defined and vested in 
some agency authorized to bring the 
plan into being. 

What is known as “enabling legisla- 
tion” animates the agency and empowers 
it to do certain things while disabling it 
from doing others. In this connection 
the following generalizations are relevant 
to the legislative process: 


(1) Power without funds or power bound 
by restraints and red-tape will inactivate a 
regional planning agency. A realistic mini- 
mum of consents should be prescribed. 

(2) As many policy questions as possible 
should be resolved before the legislation is 
submitted so as to minimize debate on ques- 
tionable provisions, bring about half-baked 
amendments on the floor or defeat of the 
legislation. 

(3) What is not authorized directly will 
usually be beyond the agency’s scope. Legis- 
lation should, therefore, embrace all the 
essential powers and envision futurerequire- 
ments and changed conditions. 

(4) General powers written in broad terms 
give freedom to act. Detailed specifications 
limit the agency unless otherwise stated. 
While some limitations may be unavoidable 


®See Lloyd Rodwin, Paper delivered at United Nations 
Housing Seminar, Tokyo, Japan, July 1958. 
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and some are essential, they should be held 
to a practical minimum. A statement of 
standards is one good way of setting forth 
legislative intent without snarling adminis- 
tration. 

(5) While a proven administrator given a 
wider discretion, is a good investment, legis- 
lation cannot generally be tailored to fit the 
particular administrator for none are im- 
mortal and few indispensable in the craft of 
politics. ‘The person to be put in charge 
should, wherever possible, be consulted at 
the time of its drafting. 

(6) Clear demarcation of authority be- 
tween overlapping agencies is essential to 
avoid the need for unnecessary coordination 
later. 

(7) The drafting process is not an exercise 
in cryptography—the good lawyer writing a 
law for the public, unlike the doctor writing a 
prescription for a druggist, will write it so it 
can be understood by the layman. Rules of 
construction generally prescribe that the 
terms of legislation are to be given their plain 
and ordinary meaning. 

(8) The length of legislation is no evidence 
of the draftsman’s dexterity—the shortest 
legislation may in fact be the most effective, 
if all the required powers are there. Since 
legislators are not often planning technicians, 
the draftsman’s influence is not inconse- 
quential and he should continually confer with 
the relevant agencies during the drafting 

rocess. 

(9) Regional planning laws will differ from 
country to country, region to region and 
purpose to purpose. The copying of another 
nation’s laws is an invitation to trouble. 

(10) Legislation should: include the pre- 
amble and title of the legislation; state the 
jurisdictional limits; define the terms (“re- 
gion,” “‘district,” “city,” ‘regional plan,” 
“scheme,” etc.); establish the authority, 
describe the governing body, its dura- 
tion, salaries of members, duties of the 
chairman, director, advisory committees and 
others; provide for the quorum, offices, rules 
and regulations, meetings, delegation of 
powers and other details; provide for prepar- 
ing master and other plans and schemes, and 
for approvals by government agencies, for 
grants of funds, sinking funds, investment of 
assets, audits, payment of taxes if any; con- 
tain general powers including powers to 
borrow money, issue bonds, acquire land by 
compulsory purchase or otherwise and lease 
or dispose of it; provide for the cooperation of 
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other agencies and the relationship to such 
agencies and their power with respect to the 
plans; contain powers, if any, to make build- 
ing codes, subdivision controls, or deal with 
unfit buildings, levelling and draining of 
private streets, building of roads and utilities; 
provide for betterment and other fees or taxes 
and for providing water and for recovery 
of charges; prescribe the penalties for 
violations and other miscellaneous provisions 
applicable to the particular country and 
project. 
Regional Planning as an 
International Frontier 


Up to now we have touched upon 
some of the more soluble though still intri- 
cate, aspects of internal regional plan- 
ning. Here a sovereignty has sought to 
win the cooperation of its subordinate 
political units to a regional project or to 
undertake it directly by asserting its 
paramount authority. To proceed from 
this to international regional planning 
might seem like venturing from the 
obscure to the unknowable. Yet no dis- 
cussion of regional planning can fail to 
give at least passing mention of the 
regional implications of the United Nat- 
tions charter, its frequent references to 
‘international cooperation,” to the pro- 
vision that parties to a dispute, first of all 
seek a solution by “regional action” and 
to... resort to “regional agencies” or 
“arrangements.” .. . .” (article 13, 33, 
52). Regional alliances to maintain 
peace and economic cooperation among 
nations having regional problems consti- 
tute one of the United Nation’s cardinal 
purposes and hold its hopes for the peace- 
ful adjustment of inter-boundary con- 
flicts and competitions. 

Essentially, contract has been the in- 
strument carved out by civilized society 
for defining rights and duties; and the 
completion of the transition from force to 
contract achieved by man is long overdue 
between his governments. Perhaps the 
“‘superstate” requiring surrender to an 
international unit of tariff control, com- 
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merce and arms along the lines of an 
American union of states may be remote 
in our time. But there are many gaps 
short of union which can be closed by 
compact, convention or treaty—there 
are many projects which can make inter- 
national river valleys, water, power, com- 
munications, transport and industry a 
multi-national dividend of cooperative 
effort. The forms of cooperation which 
could deflate the causes of political com- 
petitions and war are many and diverse. 
One thing is certain—the stubborn persis- 
tence of national ambitions to the detri- 
ment of universal welfare can no longer 
sustain itself in face of the latest para- 
phenalia for mass destruction. 


The bold ascent therefore, of the re- 
gional planner from internal regional 
planning to the far more complex inter- 
national sphere may be forgiven in the 


light of King Henry’s enunciation to 
Gloucester—‘Gloucester, ’tis true that 
we are in great danger, the greater there- 
fore should our courage be.”’® 


The courage required entails first an 
identification of the problems which can 
yield to contract, and thereafter the pains- 
taking negotiation and formulation of 
legal instruments and devices which 
would convert fears, jealousies or dis- 
agreements into definable accords. There 
is already a record of tens of thousands 
of international agreements which offer 
hope for its wider extension.’° 


From the time of the informal ‘“‘Concert 
of Europe” to the much more powerful 
European Economic Community, inter- 
governmental bodies have been operating 
in political, economic and social areas in 
steadily increasing numbers, not only in 

* William Shakespeare, Henry V, Act IV. 


10D, P. Myers, “The Control of Foreign Relations,” 
American Political Science Review, Volume XI, 1917, pp. 24-58. 


Europe but elsewhere in the world. 
Benelux, which included only three 
countries and which has grown into the 
European Economic Community with six 
participating countries,‘ and the or- 
ganization for European Economic Co- 
operation with seventeen participating 
countries are recent examples of the 
widening frontier of international re- 
gional cooperation. They argue well for 
its extension into the great physical im- 
provements that are vital to regional 
rationalization. 


A number of regional agencies, politi- 
cal and economic, operate under the 
United Nations Charter and others out- 
side United Nations.1* There are also a 
number of United Nations agencies 
which concern themselves in specialized 
fields such as the International Labor 


11 The European Economic Community came into force 
early in 1958 and (1) provides for liberalization of trade in 
manufactured goods, a common agricultural policy and 
market; (2) sets up a development fund for financing invest- 
ment in associated overseas countries and territories; (3) pro- 
vides for harmonization of economic policies and conditions 
of competition by facilitating the resettlement of workers 
and the reconversion of industry, correction of undesirable 
effects of market forces by regional planning for develop- 
ment through a Readaptation Fund, and an Investment 
Bank and a Development Fund. 

12 Examples of the regional economic agencies set up under 
the United Nations Charter are the Economic Commission 
for Europe (ECF); Economic Commission for Latin America 
(ECLA); Economic Commission for Asia and the Far East 
(ECAFE); and the newly created Economic Commission 
for Africa. A number of more active regional agencies out- 
side the UN grew up in Europe particularly, based on 
membership in countries in Western Europe only. As most 
of the Eastern European countries in ECE did not wish to 
participate in some of these programs, it was impossible to 
utilize the same machinery. Examples are: the Organiza- 
tion for European Economic Cooperation (OEEC), the 
European Payments Union (EPU), the Council of Europe, 
and the North Atlantic Treaty Organization (NATO). 
In other areas of the world there are the Arab League, the 
Organization of American States, etc. 

As far back as 1917, one writer estimated some 25,000 
international agreements then in operation. They included 
treaties of peace, alliances, neutrality, etc.; economic agree- 
ments involving commerce, transport, property, etc.; and 
agreements involving public health, scientific or educational 
activities. It is in the economic and social areas that many 
projects within the regional planner’s sphere are encomp- 
passed. 
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Organization.'* The specialized agen- 
cies and the UN participate in the 
United Nations Expanded Program of 
Technical Assistance which conducts 
voluntary programs in individual coun- 
tries, sometimes on a regional basis. 
There is the newly established United 
Nations Fund under the management of 
Paul G. Hoffman which is designed to 
accelerate development, but leaves its 
execution to others. There are also the 
great private organizations, the inter- 
national business corporations, the great 
foundations and the numerous 
non-governmental commerce associations 
with their special programs and interests 
whose operations cut across national 
boundaries. 

Unfortunately, most of the interna- 
tional agencies concerned with regional 
problems are separated from actual de- 
velopment and, as with internal regional 
planning, the most effective planning will 
flow out of an improvement in sight or in 
being. 

Much of the international regional 
planning, moreover, is still exhortatory. 
The fears of surrendering autonomy and 
the same apprehensions, jealousies or 
stubborn traditions that block inter-city 
and inter-provincial cooperation con- 
tinue to frustrate essential international 
projects. There is also the same reluc- 
tance to coordinate efforts except in the 
rare cases where supervening crisis en- 
forces them—and sadly, exigencies loom 
ever larger without prospect of winning 
the much-desired cooperation. Finally, 
there is the same dearth of technical 

13The other specialized agencies are the Food and 
Agriculture Organization of the United Nations (FAO), the 
United Nations Educational, Scientificand Cultural Organiza- 
tion (UNESCO), the International Civil Aviation Organiza- 
tion (ICAO), the International Bank for Reconstruction and 
Development (IBRD), the International Monetary Fund 
(IMF), the World Health Organization (WHO), the 
Universal Postal Union (UPU), the International Tele- 
communication Union (ITU), the World Meteorological 
Organization (WMO), the Intergovernmental Maritime 


Consultative Organization (IMCO) and the International 
Atomic Energy Agency (IAEA). 
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competence that can carve out the de- 
vices for rationalizing conflict through a 
persevering clause-by-clause negotiation 
aimed toward specific objectives. 

One might summarily conclude that 
considering the limited development of 
internal regional planning, there should 
be even less hope on the international 
scene—(e.g., “if we have made such small 
progress where police power exists, why 
venture where it has not even been 
spawned.” Yet, on reflection, such 
comparisons are not entirely valid. For 
the forces of persuasion, inducement and 
“planned inevitablity” can be made to 
function forcefully in many aspects of the 
international community. What are 
needed primarily are: 


1. an up-to-date survey of potential proj- 
ects (waterways, dams, transport, industry or 
communications) and the development of an 
inventory of those undertakings in which 
good sense dictates the making of regional 
arrangements. 

2. initiation of a few viable undertakings 
which can have a constructively contagious 
quality and serve as pilot or inspirational 
efforts for others. 

3. development of a pool of experts 
equipped to aid in the planning, development 
and management of the enterprises. 

4. the re-assessment of the role of private 
international investment and the enrollment 
of private interest through the form of limited 
guarantees or other inducements. 

5. provision of ample funds—both loans 
and subsidies—which will serve as an induce- 
ment to undertake the projects. 

6. refinement of the corporate, contractual, 
managerial and administrative mechanisms 
for building and operating international re- 
gional enterprises which will give proper 
representation to the nations concerned, wi 
effect a reasonable distribution of costs and 
dividends and will win the confidence of the 
participating nations. 

One of the principal issues, of course, 
will involve the relinquishment of some 


sovereignty by the nations concerned. 
But “‘sovereignty”’ is a much abused term 


and “‘surrender of sovereignty”’ even more 
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so. Often what is called surrender of 
sovereignty is only a limited grant or 
license and sometimes what was intended 
as a simple license has turned out to be 
an unanticipated surrender of sover- 
eignty. A government that grants an 
oil lease, charter, franchise or contract 
for building a dam to a foreign corpora- 
tion, surrenders substantial rights for the 
duration of the agreement. If it deals 
arbitrarily with those rights, it pays the 
price in the discouragement of future in- 
vestment. Sometimes violation may in- 
vite pressures, sanctions and, in extreme 
cases, even military intervention by the 
investor’s government. 

A number of formulae have been em- 
ployed in regional planning to date in- 
cluding: a charter to a large private 
corporation; a grant of rights to a foreign 
government or foreign public corpora- 
tion over a region (Panama Canal); 
a grant of rights by lease, franchise or 
contract to several governments for proj- 
ects undertaken by them directly; re- 
gional development by a public or 
quasi-public authority with a mixed 
public and private investment; regional 
developments governed by compact be- 
tween two or more nations. "4 

Improvements made by such agencies 
may be financed internally by private 
loans; internally by general or ear- 
marked revenues, tolls or taxes; externally 
by private loans; externally by another 
government or governments; or ex- 
ternally by an international agency such 
as the World Bank. 

In all cases in which foreign invest- 
ment is made or rights granted, there are 

13 An interesting departure from this tendency may, if it 
exceeds, provide a prototype for more active participation 
by UN. It is the development of the lower Mekong in 
Southeast Asia in which the four riparian countries, Cam- 
bodia, Laos, Thailand and Viet Nam are committed to de- 
velop jointly the lower reaches of the Mekong. This project 
fathered by UN is receiving increasing support from Canada, 
Japan, Australia and the United States. It is as yet too 


early to predict what UN’s actual operating role will be in 
the venture. 
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consequences which follow out of the 
grant of rights. And the consequences 
may depend largely upon the terms of 
the agreement or the rights granted as 
well as upon the good faith of the parties 
involved. 

Some of these may entail risks, others 
may not. But the least explored yet most 
fruitful potential for an administrative 
and contractual mechanism which could 
give the greatest freedom against usur- 
pation of national prerogative lies in a 
regional development corporation set up 
by the United Nations. Through such an 
agency—representing all nations—lies the 
apparatus for a new kind of autonomous 
body—administratively equipped but 
without the appetite for undue influence 
that is often a danger in foreign adminis- 
tration and investment. Possessing tech- 
nical skills it would not exact a predatory 
price for the loan of those skills. Able to 
finance improvements it would not de- 
mand a military alliance in return for the 
loan. To gain this goal, however, a 
transition must be made by the United 
Nations from ‘‘consultation,” “‘research,” 
“study,” “advice,” and ‘‘recommenda- 
tions,” etc. to include actual financing, 
building, aiding and operating by the 
corporation itself, or its subsidiaries. 

The nations who continue to make 
loans unilaterally must, of course, be 
willing to invest more substantially in 
such an authority, Such an authority in 
turn must be equipped to finance, build, 
operate and subsidize. In each instance, 
the mechanism of controls must be shaped 
to satisfy the particular purpose as well 
as the needs of the nations involved. 

The interesting devices worked out in 
the field of private contract can be 
built upon for international coopera- 
tion, i.e., public and quasi-public opera- 
tions; the joint venture; the limited 
partnership; the various intricate cor- 
porate mechanisms for exercising con- 
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trols, voting rights, etc. that afford pro- 
tections to the participants without en- 
tailing a dismaying surrender of essential 
autonomy. 

Conclusion 


The development of legislative and ad- 
ministrative devices required for regional 
planning presents a challenging frontier 
for the politician, statesman, economist 
and administrator as well as for the 
legislative draftsman. Breakthroughs 
have been accomplished but they have 
only scratched the surface of a vast 
potential. The most constructive area 


lies in identifying the projects; carving 
out the local, national and international 
spheres of participation; determining the 
roles of the participating interests; the 
powers and limitations of the operating 
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agencies; the zones of “sovereignty” 
and their scope and limitations; the 
means of financing; and the essential 
tools for achieving the break-down of 
fears, hatreds and jealousies that bar the 
road to a better understanding among 
men. 


Until the gaps in research and from 
research to implementation are filled, 
regional planning will remain incom- 
plete in its most fruitful aspects— an un- 
paved and uncharted path to heaven 
stocked with good intentions and waiting 
for the craftsman to mix them into a 
mortar that will build the road to abun- 
dance and peace. Much of the raw 
material is there. Finding the formulae 
and turning them into finished product 
are the real challenges that lie ahead. 





The Duty of a Public Utility to Reduce its Income 
Tax Liability by Using Accelerated Depreciation 


By BEN W. LEWIS* 


Occasion 


sf iy PAPER is offered not alone 
for what it may contribute toward 
solution of the policy issue set forth in the 
title, but also as an illustration of a 
functional approach to the problems of 
public utility regulation which, to me, 
makes sense. Regulation has an econo- 
mizing job to do within the structure and 
processes of our over-all economy. It has 
long seemed to me that if we could 
identify and spell out very carefully the 
nature and dimensions of this function, 
and thereafter could focus and prosecute 
our analyses of given regulatory issues in 
light of our common understanding of 
the job we have assigned to regulation, 
we might reduce substantially the policy 
differences which now too frequently 
separate us. 

The occasion for the paper is afforded 
by the following statement appearing on 
page 42 of Public Utilities Fortnightly, 
January 1, 1959: 


“The ‘flow through’ method of handling 
deferred taxes resulting from accelerated de- 
preciation seems to be gaining slowly over 
the policy of ‘normalizing’ and setting up a 
reserve for future taxes. The temptation to 
give the consumer the benefit of the tax 
‘saving’ has proved too great for some of the 
state commissions—Maine and New Hamp- 
shire have been followed by Pennsylvania, 
Missouri, and (presumably) California. Thus 
some utilities have been pushed into flow 
through, while others have instead decided 
to abandon the use of accelerated deprecia- 
tion. This in turn has raised the question 
whether a commission can legally force a 
utility company to use accelerated deprecia- 
tion, but apparently thus far the commissions 
have been able to rely only on moral persua- 


* Department of Economics, Oberlin College, Oberlin, 
Ohio. 


sion ... In a recent rate case, the superior 
court of Pennsylvania sustained the com- 
mission in holding that management cannot 
be forced to use accelerated depreciation.” 


Proposition 


The users of public utility service 
should, in their own interest as well as in 
the interest of those who furnish the 
service, pay the full cost incurred under 
alert, efficient and responsible manage- 
ment in providing the service they desire; 
and they should not be required to pay 
more than this cost. It is the duty of any 
regulated public utility to seek out and to 
incur the lowest reasonable costs of per- 
forming the utility services desired by the 
public; and it is the responsibility of the 
regulatory authority to make certain 
that this duty is discharged. A public 
utility which, either by inadvertence or 
deliberate choice, fails to reduce its 
income-tax costs by taking advantage of 
the opportunity afforded by its govern- 
ment to employ accelerated depreciation 
in calculating its income tax liability 
either should be forced by regulation to 
avail itself of this cost-reducing measure 
or, in the alternative, should be permitted 
by regulation to recover in rates only that 
income tax cost which it would have in- 
curred if it had so reduced its tax liability. 


Argument 


1. Nature and Function of Competition. 
The operating duties and responsibilities 
of public utilities and the agencies 
charged with the regulation of public 
utilities grow naturally out of their re- 
spective roles and functions in the 
economic system in which they exist and 
of which they are a part. 
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An economic system (political econ- 
omy) is a set of man-made and man-ac- 
cepted arrangements designed to “‘econo- 
mize” our natural and human resources; 
that is, to bring about the use of these re- 
sources as society wants them to be used. 
When men live and make their living to- 
gether, a system must be devised (and 
continuously re-devised) to provide con- 
tinuing, working answers to the questions, 
‘Who shall produce how much of what, 
and how shall the product be divided?” It 
is the function of an economic system to 
provide the answers to these questions 
that society wants. Economic systems are 
made by men, over time. The economic 
system in operation in any country at any 
time represents the way in which the 
people of that country, at that time and 
as they are then persuaded, want the 
economizing function in their society to 
be performed. The systems with which 
we in the Western World are most 
familiar represent various and varying 
proportions of “free enterprise” and 
conscious, collective (governmental) con- 
trol and enterprise. 


In the “free enterprise” or “free 
market” sectors of our economies we rely 
for performance of the total economizing 
function upon the forces of (1) free, indi- 
vidual initiative and choice, (2) eco- 
nomic (profit) motivation, and (3) un- 
restrained rivalry (competition) between 
independent, profit-seeking sellers and be- 
tween independent, profit-seeking or satis- 
faction-seeking buyers. Through these 
forces we hope to achieve maximum use 
and output of our resources in the direc- 
tions we desire, and the division and 
use of the products of our resources as 
we want them to be divided and used. 
The rationale of the process is simply that, 
although everyone is seeking maximum 
gain under conditions of freedom from 
conscious control by the group, each of us 
is nevertheless forced by competition of 
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others similarly motivated to offer to the 
market the best of which he is capable 
(as the market measures “‘best’’), not 
alone to make the greatest gain but in 
order economically to survive. Under 
this philosophy we abhor any substantial 
lessening of competition as opening the 
door to the giving of less to the rest of 
society, and the exacting of more—lower 
output, higher charges, mal-allocation of 
resources and mal-distribution of income. 

2. The Nature and Function of Public 
Regulation. In many sectors of the 
economy and for many reasons we move, 
through government, to supplement, 
modify or displace the processes and the 
decisions of the free, competitive market. 
We supplant the market notably and 
most systematically in those instances 
where we are convinced that for physical 
and economic reasons competition cannot 
be relied upon as an effective regulatory 
force. In the case of public utilities, for 
example, although we depend largely 
upon privately-owned enterprises for 
provision of service, we insist that the 
service be rendered under conditions of 
monopoly, and we institute and maintain 
government regulation, in place of com- 
petition, to promote and protect the 
public economic interest. Public regula- 
tion is an inherent, integral part of the 
privately-owned utilities industries as 
we know them today. It is the natural, 
necessary complement of private owner- 
ship—as “natural” in this setting as 
competition in its setting in the free 
market. And, like competition, it has a 
regulatory, economizing job to do. 

3. Duty of Regulation to Regulate. It is 
the task of competition to compel indi- 
viduals, including the management of 
firms, to behave in economic matters as 
society wants them to behave; this is 
what we mean by the economic process, 
and it is the driving, compelling, de- 
manding force of competition on which 
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we rely to make the process effective. 
Individuals and managements disobey 
the commands of competition at their 
peril. Whenever and wherever compe- 
tition proves to be unsuited or inadequate 
to this task we replace it with public 
regulation, and it is equally the duty of 
public regulation to require of individuals 
that society’s wishes in economic matters 
be served. Put bluntly, it is the clear 
duty of public regulation to regulate. 

The fact that in the course of discharg- 
ing this duty, regulation finds it necessary 
to come to grips with, and sometimes to 
counter the sincere desires and honest 
judgments of business managements is in 
no sense an indication that regulation has 
overplayed its hand. Regulation is not 
easy either for the regulated or for those 
who regulate. Inevitably, it must always 
contemplate, and frequently must re- 
quire the subordination of individual 
judgments to the judgment of the agency 
charged by the public with the regu- 
latory task. This is its very nature. 
After all, no regulatory force known to 
man is more ruthlessly domineering in its 
demands and more without consideration 
or compassion for the individuals it 
governs than the market competition 
which we accept and extol as the regula- 
tory instrumentoffree enterprise. Within 
the area of the economy in which the 
public has installed public regulation in 
lieu of competition as the economizing 
force, regulation can be more discern- 
ing, more genuinely understanding and 
more directly purposeful than the com- 
petition which it has displaced. But, by 
the same token, regulation which is 
conscious of its high purpose and duty 
can never be less aware than competition 
—or less forthright, penetrating and 
vigorous in its regulatory impact. 

The public regulation of public utili- 
ties is concerned directly with rates and 
gervice—the focal points of contact be- 
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tween the companies and the public— 
and it is concerned, of necessity, with any 
and all aspects of company organization, 
financing, accounting and operation that 
bear on rates and service. All of these 
matters, straight across the board, are 
recognizable as the natural concern of 
company managements. But they are 
also the concern of those served by the 
companies and hence the necessary con- 
cern of regulation. If regulation is to 
do its job, and so preserve private enter- 
prise as well as regulation in this industry, 
none of these matters can be insulated 
from the scrutiny of regulation or made 
immune in any absolute sense to its final, 
over-riding judgments. Consideration of 
the range of authority granted by legisla- 
tures to typical public utility com- 
missions throughout the United States 
provides convincing pragmatic support 
for this proposition. 

4. Cost and the Rate Level: A Functional 
Approach. Cost of providing the service 
is employed almost universally by public 
regulation as the standard of the “fair” 
and “economic” level of public utility 
rates. Diversity of opinion on the proper 
make-up of cost has of course, been 
rife but there has been no significant 
deviation from the use of cost as the basic 
rate-level standard. This use of cost is 
sound in principle and workable in 
practice; it is, in fact, demanded by any 
rational, functional approach to the 
problem. 


The public depends upon the free, 
voluntary action of individuals to furnish 
it with electric power, gas and telephone 
service—as much service as it wants and 
is willing to pay for. The provision of 
telephone service requires capital (from 
owners and creditors), management, 
labor and a wide variety of products and 
materials. ‘These necessary factors will 
move into and remain in the utilities in- 
dustries in sufficient continuing volume 
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only if, in competition with other indus- 
tries also bidding in the free market 
for factors, the utilities industries, through 
their managements, are able to pay 
sufficiently attractive prices and wages 
and to hold out the prospect of sufficiently 
attractive returns to capital. These 
prices, wages and returns constitute the 
total cost of providing the total 
service; and it cannot be disputed 
that, if the public wants the service 
from private enterprise, it must meet 
these costs in rates. It is the duty of 
regulation, in the public interest, to see 
that rates are geared to the performance 
of this essential economizing function. 
It is also the duty of regulation, in the 
public interest, to see that the level of 
rates is not higher than the level of over-all 
cost. Rates (and hence earnings) in 
excess of the total cost necessarily in- 
curred in providing the service cannot be 


justified; they have no basis in economics 
and they can claim no support from 
equity. 

The point may be put most forcefully 
in the form of a simple answer to the 
simple direct question: “What do we 
have to pay in the free markets for capital, 


management, labor and materials in 
order to get what we want in utility serv- 
ice?” The answer to this question gives 
us the cost figures which serve to set the 
level of gross earnings for the companies 
and the over-all level of their rates. From 
a straight-forward, businesslike, func- 
tional point of view, the establishment of 
rates on the basis of costs makes sense. 


5. Rate Regulation Requires Cost Regula- 
tion. If the principal direct public 
economizing responsibility which public 
regulation has to discharge is the setting 
of rates and if rates are necessarily based 
on costs, regulation can scarcely afford to 
be indifferent to the recording of costs 
and to their make-up and amount. Asa 
matter of fact, of course, public regulation 
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virtually begins with prescribed forms of 
accounts and records; no one believes for 
a moment that regulation can proceed in 
the absence of cost records kept and re- 
ported in a manner satisfactory to regu- 
latory authorities. It is equally clear 
that, if regulation is to be other than an 
empty rite, it must possess and exercise 
the authority to scrutinize costs as re- 
corded by the companies and, where the 
costs claimed by the companies as 
recoverable in rates bear no reasonable, 
functional relationship to the provision 
of the service for which rates are de- 
manded and paid, to strike the costs 
from the rate level calculation. 


Traditionally, two arguments have 
been offered against the proposition that 
regulation must have authority to check 
operating costs of public utilities, and to 
reject for rate-making purposes those 
claimed costs found to be excessive in 
amount or non-functional in character. 
It has been said by some utility spokes- 
men: “The money belongs to the com- 
pany; what we do with it is our own busi- 
ness.” It is evident that this argument 
completely misses the issue; if the dis- 
puted cost is made the basis for the exac- 
tion of higher rates, its amount and 
character are clearly the business of those 
who are forced to pay the rates, and 
clearly the business of the regulatory 
authority charged with the protection of 
their interests. 


6. Management Not Insulated from Regu- 
lation. It has also been argued that exer- 
cise of regulatory authority over operat- 
ing costs amounts to a confusion of 
regulation with management, and to an 
invasion by regulation of the province of 
management which, for reasons that 
seem to be felt but somehow to be in- 
capable of articulation, is presumed in- 
herently to be beyond the scope and 
reach of regulatory concern and action. 


* To accept this argument is to submit to 
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conviction by words as distinct from 
meaningful ideas. Operating expenses 

_ are, of course, managerial matters; but so 
are rates, service, accounting, financing 
in all its aspects, capital expenditures and 
a dozen other matters with which both 
management and regulation are con- 
cerned. Regulation by the very nature 
of its role and function must deal with 
matters with which management deals; 
it is managerial judgment on these 
matters that regulation must appraise and 
be prepared to guide and restrain—in 
the same sense that competition in the 
free market area guides and restrains 
managerial judgments in businesses not 
subject to public regulation. The issue 
— if in fact there is a genuine issue at this 
point—is whether managerial judgments 
on operating expenses are inherently, by 
their very nature, immune from regula- 
tory review. The issue can scarcely be 
resolved by the question-begging pro- 
cedure of terming the judgments “‘man- 
agerial.” 

The judicial authority usually cited in 
support of the allegedly significant dis- 
tinction between regulation and manage- 
ment is Missouri ex rel. Southwestern Bell 
Telephone Co. v. Public Service Commission, ' 
where, in overruling the Missouri Com- 
mission’s disallowance for rate-making 
purposes of license contract payments 
made by Southwestern Bell to its parent 
(A. T. & T.) company, the United 
States Supreme Court said, at page 289: 


“It must never be forgotten that while the 
state may regulate with a view to enforcing 
reasonable rates and charges, it is not the 
owner of the property of public utility com- 
panies and is not clothed with the general 
power of management incident to ownership. 
The*applicable general rule is well expressed 
in—291 Ill. 209, 234. ‘The commission is 
not the financial manager cf the corporation 
and it is not empowered to substitute its 
judgment for that of the directors of the 


1262 U.S. 276 (1923). 
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corporation; nor can it ignore items charged 
by the utility as operating expenses unless 
there is an abuse of discretion in that regard by the 
corporate officers.” [Emphasis supplied.] 


What is frequently overlooked, how- 
ever, is that it took the Supreme Court 
just seven years to change its mind. The 
position taken by the Court in Smith v. 
Illinois Bell Telephone Co.,? reflects a 
broader and much more realistic view 
toward the very item which prompted its 
Southwestern Bell pronouncement. In 
the later case it held that it was the clear 
duty of the regulatory commission to 
inquire into and to satisfy itself on the 
amount of payment made under the 
Bell-A.T. & T. license agreement.* Asa 
matter of fact, commissions in the United 
States, both before and after the South- 
western Bell case, have regularly re- 
viewed operating expenses claimed by 
utility companies as recoverable in rates 
and, over protests that the province of 
management was being violated, have on 
many occasions rejected claimed costs as 
excessive or non-functional. In some 
instances, courts have reversed com- 
mission orders on their substantive merits 
but it is too late in regulatory history to 
argue now that any phase of utility opera- 
tion that bears significantly on the level 
of rates is closed to examination and 
possible action by regulatory authority. 

It may very well be argued that regu- 
lation should not be over-eager to dissi- 
pate its energies and its resources in 
pointless reconsideration of every operat- 
ing decision made by management and 
that it should not stultify the normal 
performance of the managerial function 
by rushing in to rewrite every contract 
entered into by management and to 
substitute its own judgment for that of 
management on every disputed operat- 


2 282 U.S. 133 (1930). 

8See also Western Distributing Co. v. Public Service Com- 
mission of Kansas, 285 U.S. 119 (1932); and Acker et al. v. 
United States et al., 298 U.S. 426 (1936). 
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ingitem. Asa practical matter of regula- 
tory administration it makes sense for 
regulation to be modest in asserting the 
superiority and seeking to establish the 
supremacy of its own views on every 
matter on which management has 
spoken. But regulation is reduced to a 
farcical exercise in futility if, when regu- 
lated rates are based on cost, it is barred 
(or bars itself) from any effective review 
of management claims for the recovery of 
cests running into millions of dollars. 
The justification for review is even clearer 
when the cost item in dispute is already 
the subject of widespread informed public 
concern and discussion. Regulation is a 
tender flower indeed if in such situations 
it must blanch and wither at mere men- 
tion of the word “management.” 


7. Standards for Allowable Costs. It 
would seem beyond question that those 
who use a utility service, and who have 
no choice but to use and pay for the 
service furnished by the single company 
permitted by law to render the service in 
the community, should be required, 
under regulation, to pay no more than 
the reasonable cost of providing the 
service under alert, efficient management. 
Managements of businesses subject to the 
drives and compulsions of competition 
have no alternative to alertness and 
efficiency; they can afford no operating 
pattern that does not include a constant 
search for low and lower costs. Failure 
is the accepted price of incapacity or in- 
difference in the free market. On this 
score the public is entitled to nothing less 
from public regulation than it gets from 
competition. 


To be sure, regulation has a difficult 
role to play in compelling alertness and 
efficiency in management because in 
considerable measure it can only review 


management decisions, usually it cannot 
make the decisions in the first instance; 
and also because, in its review, it rarely 
has the opportunity to employ precise, 
scientific standards. Workable standards 
of efficiency can be transferred from one 
situation to another, or from manuals to 
the actual scene of business practice, 
only with great caution and with reserva- 
tions. Thus, in many instances in which 
regulatory authorities might reasonably 
be inclined to require utility manage- 
ments to adopt, or to refrain from adopt- 
ing certain practices, the fact that the 
matters in dispute lie well within a 
“zone of judgment” makes it inadvisable 
for regulation to press its view to the 
point of forced adoption. 


But there are clear cases, as well— 
cases in which regulation, if it is to make 
even a pretense of playing its appointed 
role, must act with vigor. Utility com- 
panies have been known, upon occasion, 
to incur expenses which have no func- 
tional relation whatever to the provision 
of utility service and which therefore are 
not a proper charge against the con- 
sumer; and to pay fees or prices to 
affiliated companies far in excess of any 
reasonable cost of providing the service or 
commodity; or to insist upon using a 
financial structure which completely dis- 
regards the public interest in economical 
and efficient acquisition of capital. In 
these and similar cases, regulatory com- 
missions have not hesitated to base rates 
upon reasonable fees, prices and financial 
costs rather than those claimed by the 
utility. Authorities must take such action 
in these cases if regulation is to be more 
than a rubber stamp—if, indeed, it is to 
accomplish more than to lend govern- 
ment approval to transactions which are 
not in the public interest and which, in 
an effectively competitive free market, 
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could not be made the basis of price im- 
positions upon the consumer.‘ 

8. Tax Payments a Concern of Regulation. 
Such a case is that in which a public 
utility, upon being refused permission to 
retain solely for itself the savings made 
possible by taking advantage of the 
accelerated depreciation provisions of the 
income tax law, thereafter refuses to 
employ accelerated depreciation in its 
income tax calculations and insists upon 
paying (and charging consumers for) 
higher income taxes than the law re- 
quires. 

Under accepted regulatory practice, 
taxes (including income taxes) are treated 
as necessary operating costs to be re- 
covered, explicitly, in rates charged to 
users. The utility company is made to 
serve, essentially, as a _ tax-collecting 
conduit between users of utility service 
and the government. Other factors 
remaining unchanged, higher taxes mean 
higher rates; lower taxes, lower rates. 
There is no occasion here to discuss 
whether the income tax treatment en- 
joyed by utility companies places them 
in a favored position vis-a-vis other in- 
come taxpayers: by law and accepted 
practice, income taxes paid by utilities 


«The books contain many cases in which commissions 
have substituted their own judgment for the judgment of 
management on both the kind and the amount of operating 
expenses that may be recovered in rates; and the books are 
full of cases in which commissions have felt impelled to 
scrutinize and pass on operating expenses. For cases even 
before 1925, see H. C. Spurr, Guiding Principles of Public 
Service Regulation, Public Utilities Reports, Inc., Washing- 
ton, D. C., Vol. 2, 1925, ch. xlix; and for a profusion of more 
recent cases consult the Annual volumes of Public Utilities 
Reports, under the heading ‘‘Expenses.” Cases particularly 
pertinent to the subject matter and contentions of this paper 
are those involving the use by commissions, in computing 
allowable returns, of “‘contructive” as distinct from actual 
stock and bond structures. See, among other recent cases, 
Re Southern Bell Tel. & Tel. Co., 4 PUR 3d, 195 (Alabama, 
1954); Re Mountain States Tel. @ Tel. Co., 1 PUR 3d, 129 
(Colorado, 1953); Re Mountain States Tel. @ Tel., 2PUR 3d, 
75 (Utah, 1953); Re Western Union Telegraph Co., 8 PUR 
3d, 118 (New York, 1955); Re Llnots Bell Telephone Co., 7 
PUR 3d, 493 (Illinois, 1955); Pennsylvania P.U.C. v. Peoples 
Natural Gas Co., 6 PUR 3d, 341 (Pennsylvania, 1954); Re New 
England Tel. & Tel. Co.. 2 PUR 3d, 464 (Massachusetts, 
1953), affirmed in New England Tel. & Tel. Co., v. Massa- 
chusetts D.P.U., 331 Mass. 604, 6 PUR 3d, 65 (1954). 


LAND ECONOMICS 


are directly recoverable costs. As costs, 
tax payments necessarily come under 
regulatory scrutiny and, where man- 
agerial action affecting the public interest 
is concerned, tax payments fall neces- 
sarily within the ambit of regulatory 
authority. The responsibility of regula- 
tion in this area does not differ either in 
kind or degree from its responsibility in 
other areas where management decisions 
affecting costs are involved. 

9. The Duty of Regulation. It appears 
that an increasing number of commissions 
are ruling that for rate-making purposes 
utilities may claim as recoverable tax 
costs only the amount actually paid in 
taxes and that, if a utility company 
reduces its tax payments by taking ad- 
vantage of the accelerated depreciation 
provision of the income tax law, the 
benefit of the saving must be passed on 
to users of the service. The policy issue 
which gives rise to the present paper is 
whether utility companies should be 
required by regulation to take advantage 
of the tax-reducing provisions of the 
law and so to make tax savings available 
to users in lower rates. If the proposi- 
tions advanced thus far in the paper are 
valid, it is almost axiomatic that regula- 
tion should accept and discharge this 
responsibility. A balancing of relevant 
considerations will establish that, at no 
cost to the utility company, under regula- 
tion, the total public interest will be 
served by a ruling requiring management 
to incur the lowest tax liability afforded 
by the law.5 

SI will assume without asking the reader to recanvass 
familiar arguments that, in the absence of adverse changes 
in the income tax law, the savings resulting from taking 
advantage of the accelerated depreciation provisions of the 
existing law will be permanent in the case of any utility which 
maintains a policy of regular investment in assets subject to 
depreciation, i.e., unless the utility’s expenditures for new 
plant should, over a considerable period, be less than the cost 
of its property being retired from service. I take it that, 
quite apart from any policy conclusions that may be drawn 


from this proposition, the validity of the proposition itself is 
now firmly established. See Sidney Davidson, “Accelerated 


(Continued on page 111) 
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Typical cases in which this issue arises 
and may be expected to arise do not in- 
volve lethargy or indifference on the part 
of management; management makes a 
deliberate choice to forego a course of 
action which would produce lower rates 
for users. We are confronted not with a 
failure actively to seek lower costs but 
rather with a considered refusal to follow 
a readily apparent lower-cost course of 


(Continued from page 110) 


Depreciation and the Allocation of Income Taxes,” The 
Accounting Review, April 1958, p. 173. Certainly the proposi- 
tion is implicit in any commission ruling that a utility which 
uses accelerated depreciation for tax purposes must alllow 
the resulting tax savings to flow through to consumers in 
the form of lower rates. Note, however, that on November 
27, 1958, the Governor General in Council declined to upset 
an order of the Board of Transport Commissioners of 
Canada holding that the Bell Telephone Company of 
Canada need not use accelerated depreciation in its income 
tax calculations despite an earlier ruling by the Governor 
General in Council that if the company chose to use acceler- 
ated depreciation it could not “normalize” its taxes for rate 
purposes. (Privy Council Order No. 1958-1625) 

I should like also to dispose in summary fashion of another 
matter which, although relevant, is not central to the main 
contention of this paper. It is sometimes argued that to 
compel public utilities which choose to employ accelerated 
depreciation to pass on to consumers the tax savings result- 
ing from the choice is really to fly in the face of Congressional 
intent—that Congress has evidenced no intention to exclude 
public utilities from the full benefits of the program. If 
there is force in this argument, it would appear that the will 
of Congress would be doubly flouted if public utilities were 
to be required first to use accelerated depreciation and then to 
pass the benefit on to consumers. On the other hand, it can 
be argued with at least equal (and, in my judgment, even 
greater) cogency that the Congressional purpose was not to 
dispense windfall gains to any industries but solely to en- 
courage and bring about a desired increase in industrial 
investment, and that the accelerated depreciation program 
can serve no such purpose in the case of public utilities since 
it is already the universally recognized and accepted duty of 
public utility regulation to establish utility rates and earnings 
at levels which will evoke and support as much investment 
as the public wants. No sensible public purpose is served by 
an attempt to pile an extraordinary investment program on 
top of an already established adequate program—and we 
must assume that Congress did not seek to serve vain and 
foolish ends. 

But, even if Congress may be presumed to have been com- 
pletely undiscriminating and even whimsical in this matter, 
public utility commissions are still bound by their clear re- 
sponsibility in the premises; it is the duty of regulation to see 
that utility rates and earnings cover the full operating and 
capital costs of enough efficiently provided utility service, and 
that they do not exceed this level. If Congress provides that 
through manipulation of the depreciation accounts tax costs 
are reduced without reflecting the reduction in the cost 
accounts on which rates are computed, and if regulation 
should go along with the mechanics of the scheme, regula- 
tion would not meet its clear functional responsibility to 
society unless it also ordered a compensatory reduction in the 
rate of return allowed to capital. After all, enough is enough! 
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action. It cannot be doubted that this 
choice by management is a proper, 
indeed a necessary matter for regulatory 
concern; and it is the position of this 
paper that it is the firm duty of regula- 
tion to relieve users of the unwarranted 
burden which such a choice forces them 
to bear. This conclusion is as clear as 
though the decision of management had 
been deliberately to turn its back on any 
other saving in operating costs. 


It may be argued in favor of a choice 
by management not to set the stage for 
lower rates by making use of the acceler- 
ated depreciation provision of the in- 
come tax law that “consistency” should 
be maintained between depreciation for 
rate-making and depreciation for the 
calculation of income tax liability. May 
I suggest that any such consistency is 
quite synthetic; it is forced and function- 
less where, as here, we are considering 
depreciation not in its ordinary context 
but as an instrument employed to imple- 
ment a program of tax reduction. There 
is no necessary, functional relation be- 
tween such a concept of depreciation and 
depreciation as an instrument for dis- 
tributing the cost of capital over those 
who benefit from its use. It is worth 
bearing in mind that the effectiveness of 
utility regulation has been impaired since 
its inception by the unfortunate injection 
of the term “‘fair value” into rate proceed- 
ings and the consequent confusion of 
“value for rate making” with “market 
value” and with “value” for other pur- 
poses—concepts utterly different in con- 
tent and purpose from “rate value.” It 
would be equally unfortunate if in the 
matter of accelerated depreciation we 
were to confuse two quite different con- 
cepts of depreciation and mistakenly to 
insist upon an operating identity where 
in fact no conceptual identity exists. 
Above all else, let the issues in this con- 
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troversy be decided upon substantive not 
verbal considerations. 

The basic argument in support of a 
utility position not to employ accelerated 
depreciation to reduce tax liability would 
seem to be that the financial stand- 
ing of the utility would be injured if the 
tax reduction were taken and, at the 
same time, investors were not assured 
that the company would be protected, 
through present earnings and rates, from 
future tax liability to which the company 
would be subjected if (a) the income tax 
law were changed to withdraw the ac- 
celerated depreciation provision, or (b) 
the company’s future investment outlay 
for replacement and expansion should 
decline below present levels. Let us con- 
sider the possibility that these eventuali- 
ties will ensue, taking care to identify 
them, even in the extreme, only as possi- 
bilities—risks—and, by no means, as 
certainties. 


It is quite true that the income tax law 
may change and that the privilege of tax 
reduction now extended may be with- 
drawn. But it is also true that the income 
tax law, or other tax laws, may change in 
many other ways to bring about either 
greater or lesser tax burdens in the future. 
The possibility of tax changes is one of 
the facts of life which must be faced by 
every business firm and investor (in fact, 
by everyone). It is one of the very 
ordinary risks of business enterprise, and 
certainly not peculiar to the utility in- 
dustry or to the situation surrounding the 
use or non-use of accelerated deprecia- 
tion. No one can ever be certain as to 
what a future legislature will do in the 
matter of taxes, any more than anyone 
(business firm or investor) can predict 
with certainty the future course of any 
other costs of doing business. As one of 
many business uncertainties that may be 
taken into account by regulation in 
setting rates which will attract capital, 
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the contingency of possible heavier taxes 
for whatever it is worth may appropri- 
ately be dealt with by the regulatory au- 
thority in calculating the return to be 
allowed on capital investment. Regula- 
tion will do well to keep in mind, how- 
ever, just as any informed investor will 
keep in mind, that taxes in the future may 
fall as well as rise and that, in any event, 
any added burden of taxes is bound, 
under effective regulation, to be trans- 
ferred to the user of the utility service. 
To argue otherwise is to assert the in- 
herent indifference or incapacity of regu- 
lation as an institution. It can scarcely 
be asserted that present regulation should 
consciously forego a rate reduction jus- 
tified by a reduction in costs because 
future regulation might inadvertently 
fail to reflect a possible cost increase 
in higher rates. It should be added 
that for the utility to insist that present 
users should be required to bear the 
certain burden of heavier taxes than 
are required by the income tax law 
presently in effect in order that future 
users may be relieved of the uncertain 
burden that might develop if tax laws in 
the future should be changed adversely 
and if future regulation should fail in its 
duty, is to exhibit a really rare, even if 
misdirected paternalism. It is difficult to 
refrain from inquiring why the company 
is concerned for users who, only if the 
most adverse possibilities are realized, 
will be burdened, rather than for present 
users who, if the utility policy not to use 
accelerated depreciation is validated, 
will be forced in certain fact to bear the 
burden—a burden which, under the law, 
no user, present or future, need neces- 
sarily be called upon to bear. 


In further support of the position 
against use of accelerated depreciation 
the argument has been advanced that 
the tax “saving” provided by the law 
may become only a tax ‘“‘deferral’’ if 
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economic conditions in the future should 
force a decline in utility operations and a 
consequent falling off in money expendi- 
tures for capital installations. The possi- 
bility of this dire consequence, with a re- 
sultant increase in utility tax liabilities, 
will, if it is asserted, cause an impairment 
in the standing of utility securities in the 
capital market unless regulation now 
permits the utility management to pay 
full rather than “‘adjusted” taxes. 


Here again is a typical business risk 
which regulation will naturally take into 
account in setting a return on invest- 
ment that will prove attractive to capital. 
May I suggest that the risk is not likely 
to strike potential investors as great? 
With growth of population a certainty, 
with increased demand for utility service 
almost a certainty as the nation develops 
and prospers economically, and with the 
probability much greater that the gen- 
eral level of prices will increase rather 
than fall in the years ahead, it is just short 
of inconceivable that future dollar capital 
expenditures of utilities in the United 
States will decline and that tax savings 
realized under the accelerated deprecia- 
tion provisions of the present tax law will 
become a liability. Utilities themselves 
are the first to insist—and convincingly— 
that their future holds great need for 
capital; indeed, this very need is ad- 
vanced as a reason why potential in- 
vestors must be surfeited with assurance. 
And utility managements have been 
among those most positive in their asser- 
tions that increases in general prices 
must be expected. The chance that the 
dollar investment in utility property will 
shrink in the years ahead can be rated 
realistically as no greater than a mini- 
mum contingency. It can be added with 
confidence that, if the risk of a decline in 
utility fortunes is really great enough to 
matter, its impact on potential investors 
will not be appreciably greater by reason 
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of any possible increase in income tax 
liability growing out of a decision to take 
advantage of lower taxes at present. If 
investment in any utility declines be- 
cause business is bad and “deferred” 
taxes become a current liability, income 
too will be impaired and taxes will be 
low in amount. It is sad to contemplate 
such a prospect; it is reassuring to realize 
that, in the capital market, no one does. 
To the extent that realities require this 
“risk” to be considered in rate proceed- 
ings, it can be dealt with quite adequately 
as other investment risks are dealt with— 
in the calculation of the appropriate re- 
turn to be allowed on capital investment. 


As to the attitude of the law toward 
the proposal to require utility manage- 
ments to use accelerated depreciation and 
to pass the consequent tax savings along 
to ratepayers, only actual tests in the 
courts can give a conclusive answer. This, 
of course, has been true of each step in 
the development of the regulatory process 
from the very beginning and it will be 
true of each new step in the future; it is 
not peculiar to the instant issue. On the 
basis of constitutional decisions covering 
the general issue of regulation versus 
management, however, and specific court 
rulings on such matters as operating ex- 
penses and the use of constructive in 
place of actual capitalization structures in 
determining returns, it can be stated 
categorically that accepted constitutional 
doctrine can accommodate without the 
slightest strain the course of action here 
proposed. No confiscation of property is 
in issue (full compensation for costs 
necessarily incurred is of the very essence 
of the proposal) and the administrative 
discretion involved seems well within the 
limits which legislatures and courts have 
staked out as necessary for and appro- 
priate to the performance by commissions 
of their appointed regulatory duties. It 
does not seem too presumptuous to pro- 
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ceed on the theory that economic sense 
makes legal sense as well; it is fair to 
predict that, in due course when the 
specific issue raised by the required use of 
accelerated depreciation coupled with the 
flow-through of tax savings is judicially 
reviewed, the truth of the theory will be 
reflected in the determination. ® 


The great burden of the argument 
advanced to justify the determination of 





6 See footnote 4, supra. For whatever they may be worth 
as precedents, there are scattered cases in which courts have 
refused to force commissions against their own judgment to 
compute rates on the basis of tax savings that would have 
resulted from the use of accelerated depreciation where the 
utility, having been denied the privilege of “normalization,” 
has reverted from the use of accelerated depreciation to the 
straight-line basis. See the Bell Telephone of Canada case 
cited in footnote 5, supra; and City of Pittsburgh v. Pennsyl- 
vania P.U.C., No. 344, Superior Court of Pennsylvania 
(September 11, 1958). In the latter case, although the 
Superior Court refused to reverse the Commission, it com- 
mented that “the outspoken attitude of [the utility] that it 
reverted to the straight line method because it could not 
retain the benefits of accelerated depreciation is unbecoming 
to a public service company.” (p. 17, mimeographed 
opinion.) What are still lacking, however, are definitive 
court rulings on the validity of commission findings such as 
that in the recent Bangor-Hydro Electric Company case 
where the Maine Commission held it to be an abuse of 
managerial discretion for a company which had been re- 
fused permission to “normalize” its taxes thereafter to revert 
to a straight-line basis. The Commission disapproved a 
proposed rate increase, holding that rate regulation cannot 
be frustrated by the imposition of unnecessary costs on rate= 
payers. (Case noted and briefly discussed in Public Utilities 
Fortnightly, February 26, 1959, p. 345.) 
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disappointed utility managements to pay 
and to charge present consumers for tax 
costs greater than the law presently 
requires to be paid seems to be that unless 
present consumers are required to bear 
the certain burden of greater taxes, the 
company (and /or future consumers) are 
threatened with a possibility, however 
slight, of greater taxes sometime in the 
future. It may be pertinent to recall the 
protest which utilities have voiced with 
great vehemence throughout the past 
decade against the so-called “regulatory 
lag’”—the term applied to the failure of 
regulation to raise rates rapidly enough 
to cover the burden of rising costs. In 
the present instance the income tax law 
offers an opportunity for reduced tax 
costs and hence, for lower rates. I sug- 
gest that a utility which chooses not to 
reduce its tax payments and so to enable 
rates to be reduced, on the ground that 
such a program might increase tax costs 
(recoverable tax costs, at that!) in the 
future, is really embracing with shameless 
enthusiasm its own special version of the 
regulatory lag. Regulation, by its very 
logic as an institution, should have none 
of it. 





The Significance of Land Use Changes 
in the Economic Development of Mexico 
By EDMUNDO FLORES* 


URING the last four decades land 
utilization in Mexico has changed 
and evolved rapidly toward highly 
complex patterns. This process began in 
1915 with the land reform which, through 
the redistribution of land ownership, 
brought momentous changes in land use. 
It was intensified by the combined effects 
of public works, urban expansion, the 
emergence of the construction industry, 
and population growth. Recently it 
acquired additional impetus by overall 
industrial development. 

In turn, through trial and error, the 
changes of the locational pattern oriented 
and conditioned the process of develop- 
ment by pointing out, step by step, the 
immediate course to follow, in view of the 
effects that previous horizontal and 
vertical expansion had had over resource 
availability and use and, ultimately, over 
the general rate of capital formation. 

Although all the aforementioned agents 
of change deserve analysis, emphasis here 
is placed on the interrelation between 
public works and metropolitan growth on 
one side, and land-use changes on the 
other. But even if inquiry is thus re- 
stricted, it is still essential to start from a 
general frame of reference. 

The key to the understanding of 
modern Mexico is to realize first, that 
the triumph of the 1910-1917 revolution 
imposed a new social order and second, 
that this order lacked an economic foun- 
dation. Since then the main goal of 
economic policy has been to create a 
productive structure compatible with the 
new social principles and capable of sup- 
porting and of perpetuating democracy. 


* Professor of Agricultural Economics, Universidad 
Nacional de Mexico. 


It is not surprising that the people of a 
backward agrarian economy, plagued by 
land ownership concentration, extreme 
income differences and resource waste, 
should be obsessed by the possibilities of 
land reform. Under such conditions, 
what else is there to start from? Perhaps 
this explains why agrarian reform was the 
primary weapon on which the Mexican 
Revolution relied to achieve economic 
freedom and social equality. Since 1917 
when land reform became a constitu- 
tional mandate, successive administra- 
tions have redistributed approximately 
124 million acres of all types of land 
(more than 50 percent of total productive 
land) among clese to 1.9 million peasants, 
or about 10 million persons, including 
families who were landless. At the same 
time property rights for “small holdings’’! 
were confirmed and amount roughly to 
120 million acres. 

The Revolution had another effect 
which in its initial stages was perceived 
by few Mexicans: It opened the country 
to overwhelming innovational forces. 
Mexico shed the inertia of the colonial 
period to enter the cosmopolitan stream 
of the twentieth century. 

Unwittingly, the conditions for the in- 
dustrial revolution had been fulfilled. 
The barriers to economic growth were 
shattered. Under the new status tech- 
nological progress became an imperative 
for survival. In spite of the limitations of 
official policy and irrespective of the 
narrowness and simplicity of its avowed 
propositions, its effects spread to some of 
the most remote corners of the land and 


1 That part of the hacienda which was exempt from ex- 
propriation when agrarian laws were applied, usually from 


* 250 to 350 acres of irrigable land or its equivalent. 
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prompted multiplied second thoughts 
which gradually expanded the scope of 
economic policy and gave it greater 
cogency.? 

The experience of Mexico indicates 
that land reform should not be viewed 
merely as an undertaking ruled by farm 
management considerations and limited 
to the partition of large estates. Con- 
trary to this narrow and static idea, land 
redistribution ought to be conceived 
primarily as a strategic move: a catalyst 
that, in a chain reaction process, changes 
the patterns of income distribution and 
of resource availability and use, alters the 
structure and composition of demand and 
supply, has a deep impact upon the rates 
of population growth and of capital for- 
mation and, in general, releases forces 
that affect the relevant variables of an 


economy. 
Fears of a sudden production drop due 


to technological regression are unwar- 
ranted. It would be difficult indeed to 
depress any further the output of lands 
ridden by absenteeism and operated at 
primitive technological levels under non- 
wage, traditional arrangements 
thoroughly devoid of built-in incentives 
for individual or collective improvement. 
Insecurity of tenure may lead to the 
stopping of production in many places 


?For instance, Nacional Financiera was founded by the 
government in 1934 with the modest purpose of being “an 
organization prepared in every way to undertake and carry 
out quickly and effectively the direct sale or the division and 
settlement of the real property included in the assets of 
official banks . . . . The institution may also plan and put 
into effect schemes of land settlement and colonization.” 
(Decree authorizing the foundation of Nacional Financiera, 
Diario Oficial, August 31, 1933, pp. 753-755.) Its authorized 
capital was 20 million pesos (5.7 million dollars). In 1940 its 
purposes were revised and became the inspection and regula- 
tion cf the securities market and the promotion of industrial 
development. In 1941 it launched its first issue of certificados de 
participacién, which resemble shares in trust funds. In 1947 
its authorized capital was raised to 100 million pesos (20.6 
million dollars); in 1955 to 200 millions (16 million dollars), 
On August 31, 1958, the aggregate value of the funds 
mobilized by Nacional Financiera amounted to 8,493.3 
million pesos (679.5 million dollars) which, through long- 
term credits and the purchase of securities, were used to 
finance basic industries: iron and steel, electricity, fertilizers, 
transportation, etc. 
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but this drawback can be avoided by an 
explicit and precise definition of the 
terms of land redistribution and by the 
swift transference of property rights. 

Outside the sphere of conventional eco- 
nomics but well into the realm of political 
economy, land reform can be credited 
with being the most important single 
factor responsible for the political sta- 
bility and the peaceful transference of 
power which Mexico—notorious for her 
former political truculence—has enjoyed 
during the last three decades. On the 
social front the land reform tore to 
pieces the caste system under which the 
possibilities for individual betterment 
were negligible. Hence it made possible 
the adoption of modern technology and 
the creation of a mass market. 

Without the agrarian revolution 
Mexico would probably be today in a 
similar situation to that of contemporary 
Colombia, Peru or Venezuela. There 
would be good roads leading from ports 
to mines, oil wells and _ plantations: 
Industry and farming would show de- 
velopment along a few specific lines. One 
would find urban expansion, Hilton 
hotels, air conditioning,  super- 
markets, funiculars, submarines and other 
conspicuous innovations. Subject to 
distortions and with a considerable lag, 
the economy would display in spots a 
semblance of technological sophistication 
but there would be little or no evidence 
of the social fluidity that accompanied 
the industrial growth of the advanced 
nations. Mexico avoided this chromium- 
plated dead-end because, irrespective of 
the deficiencies of the ejido* and of the 
small-holding, massive land redistribu- 
tion forced the way for concurrent social 
and economic improvement. 

3 The term ejido refers to an agrarian community which 
has received and holds land in accordance with the land 
reform laws. See, Eyler N. Simpson, The Ejido: Mexico's 
Way Out (Chapel Hill: The University of North Carolina 


Press, 1937), and Nathan L. Whetten, Rural Mexico (The 
University of Chicago Press, 1948). 
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Before the Revolution there were two 
conflicting explanations of Mexico’s pov- 
erty. Both stemmed from the premise 
that the country was intrinsically rich. 
But, while the landed elite attributed the 
prevailing backwardness to the Indians’ 
inferiority, indolence, and so forth, the 
landless Indians put the blame on the 
landlords. 


The triumph of the Revolution put to 
test the second version and it did not 
quite work out. When landlordism was 
outlawed and haciendas began to be 
divided among the peasants, food short- 
ages ensued in the urban centers. Why 
did this happen? Food became scarce in 
all probability because the peasants be- 
gan to eat more, as suggested by the 
sudden decline of child mortality which 
reversed a long previous trend of slow 
population growth. But the fundamental 
reason is the one glimpsed by Cosio 
Villegas “‘. . . . the Revolution realized 
very late that the land reform meant more 
than just breaking up the latifundium 
and giving it to the peasants. This is 
shown impressively by the fact that the 
first credit institution for the new agri- 
culture and the first attempt to reform 
agricultural education came in 1925, that 
is ten years after the first agrarian law.” 
The highway construction policy also 
began that year and the irrigation policy 
one year later. This creative spurt sug- 
gests that the government had finally 
begun to question its naive, static re- 
source theory which equated the elimina- 
tion of the landlords to the spontaneous 
emergence of wealth. Instead, within the 
new social framework, the state began to 
fill the vacuum left by the old agrarian 
structure: not at the former tradition- 
directed level but through planning, 
financial, managerial and educational 
activities aimed at the removal of limit- 


‘Daniel Cosio Villegas, “‘La Crisis de México,” Extremos 
de América, (Mexico, Tezontle, 1949), p. 26. 
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ing factors to increased food production— 
a dynamic approach which led to agri- 
cultural and industrial development. 
The government began its public 
works policy with an empty treasury and 
without recourse to foreign capital. The 
latter had been scared away by the 
nationalization of lands owned by 
foreigners—to be followed shortly by the 
oil expropriation. The only way out was 
deficit financing and from 1925 to 1947 
public investment came totally from in- 
ternal sources. In the short-run the 
regressive effects of forced savings were 
partially counterbalanced by the real in- 
come increase of the peasants who re- 
ceived free land grants.’ Later reli- 
ance was placed on the quick growth of 
the national product. In due course 
foreign capital returned once more and 
since 1948 it has accounted for around 10 
percent of total gross investment. Popu- 
lation growth reached 3 percent annually, 
employment increased, a middle class and 
a new elite emerged. The latter was 
formed by the coalescence of the first and 
second generation of the revolucionarios 
with the avowedly conservative, but 
adaptable, remains of the aristocracy. 
As a further proof of the newly acquired 
social fluidity, the revolucionarios now 
appear in the guise of elder statesmen, 
bankers, industrialists, top bureaucrats 
and intellectuals, while the old aris- 
tocracy that salvaged and later increased 
its urban real estate wealth has merged 
with the newer families bringing to them 
the patina of old family names. 
Meanwhile inflation has turned into 
devaluation with distressing regularity— 


5 In backward agrarian countries income from land is the 
chief source of wealth and ownership of land the prevailing 
standard of income distribution. Land reform amounts to 
the adoption of a new pattern of income distribution: a 
capital levy to few landlords split among many peasants 
without impairing the productive potential of land but 
rather adding incentives for extra labor inputs and increased 
yields. At this juncture the government may step in and 
take a share of the income rise, either by tribute in kind or 
through forced savings. 
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approximately every seven years on past 
averages—without even the righteous 
alibi of a heavy defense budget. Leading 
Mexican economists diagnose a funda- 
mental disequilibrium of growth, set in 
by the concurrence of an inflationary 
gap, inelasticity of food supply, income 
maldistribution and the growing demand 
for imported capital equipment. ® 

The public works policy acquired 
momentum in the early thirties. Since 
then, more than half of total public in- 
vestment has been allocated to roads and 
irrigation projects. Forty-six thousand 
miles of roads were added to the existing 
twenty-seven thousand—and the latter 
were improved—to make up a total 
network of close to seventy-four thousand 
miles of roads of all types, railways in- 
cluded. This called for a total gross in- 
vestment of 9 billion pesos.’ At the same 
time, 4.4 million acres of irrigated land 
were added to the existing 1.7 million 
acres, to make a total of 6.1 million acres 
of irrigated land. Gross investment in 
this case amounted to approximately 7 
billion pesos.* The investment sustained 
in such proportions for nearly three 
decades is a strategic innovation. Its all- 
pervading effects can be traced meaning- 
fully at two distinct levels: Level a deals 
with its generating and multiplier effects 
over the investment, industrial, employ- 
ment and consumption sectors. Its dis- 
cussion would bring to light in detail 
the account of Mexico’s industrial revolu- 
tion—not the subject of this paper. Level 
6 deals with its spatial effects and with 
the consequences of the emergence of a 
new locational pattern. 

Economic Development and Land-Use 
Changes. During an intense process of 


* See, Horacio Flores de la Pefia, Los Obstdculos al Desa- 
rrollo Econémico: El Desequilibrio Fundamental (México: Escuela 
Nacional de Economia, 1955), and Juan Noyola V&squez, 
Desequilibrio Fundamental yy Fomento Econémico en México, 
(México: Escuela Nacional de Economfa, 1949). 

7 Amounts not adjusted for changes in purchasing power. 

* Amounts not adjusted for changes in purchasing power. 
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economic growth, land utilization under- 
goes spectacular changes. The pre-in- 
dustrial pattern, which came about when 
nature was overwhelming, is subject to 
simultaneous and disparate pressures ex- 
erted by the new and varied use pos- 
sibilities inherent in modern technology. 
Concepts such as optimum location or 
fertility become elusive since the 
new margins of substitution and the 
possibilities of duplication invalidate no- 
tions built upon attributes supposed to 
be static. The usefulness of space be- 
comes associated with new functions 
which, far from depending on Marshall’s 
“free gifts of nature,” are linked to man- 
made circumstances, to individual wants 
and to social objectives. Technology 
makes possible the removal of many pre- 
vious resistances to land-use. Sanitation, 
pest and disease control render areas 
usable that before were void. Irrigation 
and efficient transportation and com- 
munication facilities convert frontiers 
and remote hinterlands into integrated 
market areas. Constant and cumulative 
discovery of more uses for old and new 
materials shifts the optimum site of pre- 
viously established plants. The land 
utilization pattern assumes a new di- 
mension as vertical deployment is added 
to horizontal spread. Principal land 
uses achieve unprecedented degrees of 
intensity and at the same time become 
exposed to rapid obsolescence. 


In a laissez-faire economy the study 
and control of land-use shifts offer serious 
difficulties because these happen as the 
unintended results of innumerable de- 
cisions of innumerable entrepreneurs 
and consumers. The case is more simple 
where large controlled investment plays 
an important role. Research here can 
more easily trace the stream of investment 
and furnish an essential indicator or 
better, a feedback to reveal its course and 
impact over a backward spatial pattern. 
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Hence it offers many opportunities to 
avoid resource waste and to accelerate 
rates of growth. 


To achieve this purpose attention 
should be focused and policy should be 
operative at two critical margins: mar- 
gin a lies where certain land-use shifts 
beneficial to individuals go against social 
welfare, for instance, when the exploita- 
tion of flow resources is carried close or 
beyond irreversibility; margin 5 lies at 
the level where public investment causes 
detectable land-use shifts that attract 
complementary investment from the pri- 
vate sector. Knowledge of the conditions 
under which public investment induces 
private capital to cash in on external 
economies may lead to the maximization 
of rates of capital growth. 


Land-Use Changes in Mexico. Critical 
land-use changes began at the Mesa 
Central, the seat of ancient cultures and 
the most fertile and densely populated 
region of Mexico. In 1910 it accounted 
for 6.5 million people or 40 percent of 
the total population. Ten of the Princi- 
pal cities, Mexico City, Guadalajara, 
Puebla, Le6én, Queretaro, Morelia, 
Aguascalientes, Orizaba, Jalapa and San 
Luis Potosi, as well as many of the 
important mining centers such as 
Pachuca, Guanajuato and El Oro, de- 
pended directly upon its agriculture. 
Molina Enriquez called it the main zone 
of grain crops—‘‘a region which pro- 
duced enough maize, beans and wheat 
to cover the food deficits of the rest of 
the country.” ® 


Food surpluses were produced despite 
the fact that the haciendas were too vast 
to be operated intensively and large 
areas were left completely unused. As 
McBride observed in reference to the 
Mesa Central: “With intensive cultiva- 


*Andres Molfna Enriquez, Los Grandes Problemas Na- 
cionales, (Mexico: Imprenta de A. Carranza e¢ hijos, 1909), 
pp. 8, 14-16. 


tion the broad acres might be made to 
yield a large income; but with an 
absentee owner, a hired administrator, 
and poorly paid peons, the typical 
Mexican hacienda yields little more than 
enough to feed its numerous population. 
The economic value to the owner lies 
rather in the supplies which it furnishes, 
the cheap service which it provides for 
his household, and the amount of money 
which he can obtain on a mortgage.” !° 

The towns of the Mesa Central were 
linked to the rest of the country by two 
railways which connected the northern 
border with Mexico City, and the Mexico 
City-Veracruz railway which led to 
Mexico’s most important port. In addi- 
tion, there were some 8 thousand miles 
of dirt roads and about 4 thousand miles 
of cobblestone roads. In effect, transpor- 
tation facilities were extremely limited in 
the case of the railroads and otherwise 
quite primitive. 

The main zone lost its role as a stag- 
nant urban seat and an extensive grain- 
producing area and rapidly climbed the 
land-use hierarchy when submitted to 
the simultaneous pressure of the powerful 
centripetal and centrifugal forces gener- 
ated by the Revolution, the land reform, 
the public works policy and metropolitan 
expansion. As utilization was intensified, 
land-use patterns became more com- 
pact and the whole region began to turn 
into a complex kaleidoscope of urban, 
industrial, residential, recreational and 
agricultural uses, though occasional 
pockets of rapidly disappearing subsis- 
tence uses still can be found. 

Metropolitan Growth. The Revolution 
and the land reform made people flee to 
Mexico City, to the neighboring towns 
of the Mesa Central and to the United 
States in search of security. This was the 
first step of a steadily mounting exodus 


10George McCutchen McBride, The Land Systems of 
México (American Geographical Society, Research Series 
No. 12,°1923), p. 38-39. 
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from country to town. Under the new 
order the peasants were free to go any- 
where. Often the ejido failed to support 
large families. The misfit and the enter- 
prising peasants, motivated largely by 
‘‘push” reasons,'! migrated to Mexico 
City, to the newly opened lands of the 
northern frontier or to the United States. 


Metropolitan congestion became a 
steady feature and the generator of 
mounting social and political pressures for 
industrialization and welfare. In a few 
years the housing problem of the poor 
became critical, the prosperous new 
elite exercised a huge demand for 
luxury housing and the government 
undertook the construction of imposing 
public buildings and the modernization 
of the capital city. Residential and in- 
dustrial uses spread incessantly towards 
the rural fringe squeezed out by the 
rapidly maturing, shifting and expand- 
ing land uses in the center. Mexico 
City’s population increased from 368 
thousand inhabitants in 1900 to an esti- 
mated 4 million today. Land specula- 
tion which soon after the Revolution had 
been a source of large profits and a 
cushion against inflation was comple- 
mented later by the speculative construc- 
tion of houses, apartments and office 
buildings and by the development of 
shopping centers and complete housing 
projects. 


The original proprietors of urban real 
estate were the members of the old landed 
elite; but, whereas the haciendas had 
been expropriated virtually without com- 
pensation, urban properties were spared 
and their value multiplied at a terrific 
rate. Hence, when the system began its 
upward movement a few years after the 


11 See, Wilbert E. Moore, Industrialization and Labor: 
Socal Aspects of Economic Development, (Ithaca and New York: 


Cornell University Press, 1951). Part II, “From Peons to 
Industrial Workers” reports the findings of a field study made 
in rural Mexico to investigate the motives behind occupa- 
tional shifts. 
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forced capital levy of land reform, the 
landlord class became again the receiver 
of even larger rents from urban real 
estate holdings. Metropolitan expan- 
sion and sharply competitive land-use 
shifts at the intensive margin required 
and entailed high rates of capital forma- 
tion. The total economies derived from 
urban growth exceeded by far the partial 
diseconomies produced by the bottlenecks 
which came with the emergence of the 
new pattern. But, while the massive 
migration from country to town kept 
wages low and depressed labor’s share of 
total income vis-a-vis a rising price level, 
rents and capitalized land values ab- 
sorbed a correspondingly larger share in 
the absence of land taxes and of ade- 
quately progressive income taxation. 
Rent control for low-income housing was 
enforced but it only froze land-use shifts 
and assured the complete dilapidation 
of the houses it covered. 


The huge demand for construction 
industry materials generated jointly by 
public works and urban expansion as- 
sured high returns to investment. The 
conditions for the emergence of the con- 
struction industry were fulfilled and high 
rates of capital formation ensued, in 
line with Lewis’ assertion that “. . . . the 
expansion of capital is a function of 
the rate at which the building and con- 
struction industry can be expanded.” 
Basic industry, cement, iron and steel, 
glass, was financed with savings from real 
estate fortunes complemented by credit 
from the public sector. The landed 
gentry finished its metamorphosis and 
left the dormant rentier stage to graduate 
into the managerial class. Privately 
owned factories were located near Mexico 
City or other urban centers to take ad- 
vantage of overhead facilities, labor 
availability, and the proximity of the 


12W. Arthur Lewis, The Theory of Economic Growth (Lon- 
don, England: George Allen & Unwin Ltd., 1955), p. 208. 
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market. As a rule, only government 
financed projects pioneered into new, 
out-of-the-way locations. 


World War II speeded up industrial 
growth. High export prices for domestic 
raw materials and shortages of many 
previously imported goods provided un- 
usual incentives for futher expansion. 
The war also created favorable condi- 
tions for the consolidation of the 
petroleum industry which had been boy- 
cotted after the 1938 expropriation. 
Light industries were added to the con- 
struction industry and fairly diversified 
industrial compacts emerged in the out- 
skirts of Mexico City and Monterrey. 
Petroleum production increased 4.5 times 
since the expropriation but instead of 
being exported, as before, it was con- 
sumed internally. As transportation fa- 
cilities improved and the number of 
motor cars increased, conurbations 
spread and merged with or absorbed old 
satellite centers. ‘‘Push” reasons for 
migration were reinforced by the “‘pull’”’ 
attraction of urban modes of life. 


Land-Use Shifts on the Rural Areas of the 
Mesa Central. Maize is the most impor- 
tant single item in Mexico’s diet, cuisine, 
mythology and politics. It is a basic 
need, a mother image, a phallic symbol, a 
dietary obsession and a nightmare for 
the minister of agriculture. It is as if 
Mexico’s ancestral backlog of hunger 
could be expressed only in terms of corn. 
Wherever there are Mexicans and water 
there is maize. About its location all that 
can be said is that it is ubiquitous. Yet 
upon analysis it reveals acute differences. 
“More than any other crop plant, maize 
is a sensitive mirror of the people who 
grow it. ... For at least seven hundred 
years, the maize of western Mexico has 
been markedly different from that of the 
Mesa Central. Modern commerce may 
have blurred this boundary, but it has 


not obliterated it.”!* For the economist, 
maize grown on irrigated lands is alto- 
gether a different crop from that of 
dry-farming areas: the latter is for sub- 
sistence, the former is subject to peculiar 
pressures because in an attempt to offset 
somewhat the decline of real wages in 
the Federal District, the government has 
kept down prices paid to farmers. In 
view of the free competition of alterna- 
tive crops and land uses this policy either 
forces the adoption of improved seeds 
and of better farming practices and 
therefore brings forth a different pro- 
duction function or else maize is dis- 
placed to marginal lands. 

As the impact of metropolitan growth 
ran through the Mesa Central, intensive 
land _ utilization supplanted extensive 
grain culture wherever ecological limita- 
tions or institutional blocks were not in 
the way. A dairy belt emerged in an 
irregular area with an average radius of 
roughly 150 miles from the city. Here, 
half a million cows—fifty percent of the 
country’s dairy cattle—supply the city’s 
growing demand. Today this is a region 
of intensive grain culture and alfalfa. The 
grain crop is shipped to the cities while 
maize forage and alfalfa are fed to cattle. 
Wherever possible, submarginal lands 
are still planted with maize in continua- 
tion of the same archaic “‘milpa” system 
that upsets conservationists and intrigues 
social anthropologists so much. In the 
same radius, towards the south, sugar- 
cane, rice, fruits, fresh vegetables and 
flowers are cultivated. Within the spa- 
tial context provided by the demand 
of the metropolitan market and of the 
near-by satellite cities and by the net- 
work of transportation, their location is 
dictated by the principle of first choice. 
Likewise, recreational uses have spread 


18 Edgar Anderson, “An Intensive Survey of Maize in 
Tepoztlan,” in Oscar Lewis’, Life in a Mexican Village: 
Tepoztlan, Restudied, (Urbana: University of Illinois Press, 
1951), p. 449. 
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and become firmly localized as the urban 
population and tourists exert a growing 
and highly rewarding demand. 

Irrigation and Roads. Lack of water and 
communications had kept the northern 
frontier barren. The railroads built from 
1873 to 1910 intensified mining, forest 
exploitation, and cattle raising but could 
do little to spread farming from the 
rigid pattern set by ecological limitations. 
In order to settle the northern lands and 
to develop agriculture the construction of 
dams had to be preceded by access roads 
and followed by transportation outlets. 

People followed roads and dams in 
their northbound quest, in part attracted 
by their promise of employment and 
prosperity, in part rejected from the Mesa 
Central because of the congestion and 
low living standards. New towns mush- 
roomed in the desert. Old colonial 


settlements threatened to turn into ghost 


towns but often their deterioration was 
arrested because, instead of their original 
functions now obsolete, they began to 
service the growing flow of motorists from 
the United States. 


The new lands were planted pre- 
dominantly with cotton for export (41 
percent of total acreage for the period 
1944-54); with maize (22 percent aver- 
age acreage for the same period) and 
wheat (19 percent of total acreage). 
World War II, Korea and the United 
States Department of Agriculture price 
support policy, before the dumping of 
cotton surpluses began in 1956, kept 
cotton prices at high levels while the 
successive peso devaluations placed ex- 
porters in a favorable competitive posi- 
tion. Altogether, cotton acreage rose five 
times from slightly more than half a 
million acres in 1934-35 to 2.5 million 
acres this year. Sales abroad rose from 
2.5 percent of total exports worth 5 
million dollars to 25 percent of total ex- 
ports worth 303.5 million dollars. 
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Maize, wheat and beans acreage also 
increased substantially’ but the most 
spectacular rates of growth are shown by 
fruits and vegetables for export to the 
nearby United States market. 

The growth of towns has been phe- 
nomenal. Mexicali grew from 18 thou- 
sand people in 1940 to 65 thousand in 
1950, to an estimated 180 thousand to- 
day. Tijuana, Hermosillo, Ciudad 
Juarez and Culiacan show slightly lower 
rates of growth. 

The Tropical Lowlands. As the tropical 
areas of the southeast and southwest 
are rendered accessible by new roads, 
flood control works and sanitation cam- 
paigns to eradicate malaria and other 
endemic diseases, they become quickly 
integrated into the metropolitan market 
area and the international markets. The 
coffee boom of the post war years has re- 
sulted in considerable increases in acre- 
age and production for export.'5 

A crucial question remains to be an- 
swered. How has this process affected 
the living standards, the distribution of 
real income and the levels of employ- 
ment of the Mexican people? 

It has already been emphasized that 
the cost of the initial stage—land reform 
—was paid by the landed gentry. There- 
after, the peasants and the growing in- 
dustrial labor force were the ones who 
footed the industrialization bill through 
low agricultural prices, low wages and 
regressive taxation. The first install- 
ments for public works, construction in- 
dustry and urban expansion were paid 
wholly by agriculture. But as the in- 
dustrial labor force became larger, low 
wages and high returns to investment 

14 See, Jacques Chonchol, Los Distritos de Riego del Noroeste: 
Tenencia y Aprovechamiento de la Tierra (México: Instituto 
Mexicano de Investigaciones Econémicas, Centro de In- 
vestigaciones Agrarias, 1957). 

15 The Ministry of Communications and Public Works has 
published detailed monographs concerning the impact of 
public works in this region. See for instance, Estudio Eco- 


némico Regional: Camino Cardel-Nautla,(Mexico: Secretarfa de 
Comunicaciones y Obras Pablicas, 1958). 
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contributed to form additional capital. 
Soon, however, labor unions, manu- 
facturers and urban dwellers combined 
their superior bargaining efforts to em- 
bark the goverment in a policy of cheap 
food prices. At the same time agricul- 
tural exports were heavily taxed. Hence, 
a good share of the cost of industrializa- 
tion reverted to agriculture. 


The agricultural sector was able to 
withstand this drain without sinking into 
subsistence levels—although this hap- 
pened in localized food producing areas 
—because, on the one hand, total agri- 
cultural income increased due to ex- 
panded and more intensive land utiliza- 
tion (the direct and induced effects of 
public works, agricultural credit and 
urban expansion) and to high prices 
for agricultural exports, and on the 
other, the percentage of working popula- 
tion engaged in primary production 
dropped from 90 percent before the 
land reform to around 52 percent today. 


Ldépez Rosado and Noyola analyzed 
the course of wages for the 1939-1950 
period and disclosed statistical evidence 
of a substantial decline in purchasing 
power. At the same time they advanced 
an explanation to “confirm the hypothesis 
that the wage earning classes have re- 
ceived a share of the increase of total 
product. . . . as seems to be indicated by 
their increased consumption of food, 
clothing and certain durable goods... .’!® 
They argued that, although if viewed 
statically real wages for specific activities 
have gone down, this trend has been 
amply offset by successive waves of real 
income increases, generated and enforced 
by the rapid expansion and higher in- 
tensity of farming and by the accelerated 
shift from primary to secondary and 
tertiary activities. 

18 Diego G. Lépez Rosado y Juan F. Noyola V&zquez, 


“Los Salarios Reales en México 1939-1950,” El Trimestre 
Econémico, April-July, 1951, México, p. 206. 
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Following their argument, in the agri- 
cultural sector real income increased 
directly: first, because of the transition 
from extensive to intensive farming on the 
same land and second, because of migra- 
tion and settlement in the irrigated 
frontier. Besides, it increased indirectly 
because massive migration from rural 
areas reduced the size of the family that 
lived from the ejido or the small plots, 
therefore, increased the consumption, or 
the surpluses, of those who remained 
there. 

In the industrial sector, displaced farm 
population was employed as expansion 
created new jobs. At the same time, 
experienced workers climbed rapidly the 
“occupational ladder,” either by promo- 
tions in the same business or within the 
same industry or by becoming indepen- 
dent entrepreneurs themselves. Such 
upward process entailed substantial in- 
creases of real income. During this 
period there has been a high premium 
on experience, tested reliability on labor 
and personal relations, and on literacy. 

There have been other shifts with 
similar effects: women are being rapidly 
incorporated into the labor force at 
different levels, including the professions; 
domestic services have become more ex- 
pensive due to the competition of in- 
dustry. In general, the living standards 
of a considerable sector of the total 
population have improved and the size of 
the labor force has increased at a fast 
rate but it is still far from reaching full- 
employment levels. 

In conclusion, the changes in land 
utilization reveal a new, dynamic and 
diversified structure, endowed with a high 
production-potential and a vastly in- 
creased resource quantum. This spatial 
pattern is the concrete, measurable seat 
and vehicle of a fluid social organization 
open to economic inducement and to 
individual and group initiative. 
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The positive mutual interaction be- 
tween the spatial and the social and occu- 
pational patterns leads to expect more 
intensive all-around resource utilization, 
increasing external economies, and higher 
rates of capital formation, with the same 
assurance with which one can predict the 
emergence of more tall buildings in the 
soft, sinking, ground of downtown Mexico 
City. The same complex, positive inter- 
action may be taken as strong evidence 
that the cumulative momentum of growth 
has reached a self-propelling stage.'’ If 
this is true, then the completion of an 
adequate agricultural and industrial or- 
ganization will be largely a matter of 
time and routine. Strategic links, now 
missing, will be added simply because it 
will pay to do so. The reticence of in- 
vestors, public and private, domestic and 
“a7 What W. W. Rostow calls “the take-off into sustained 
growth.” See, The Process of Economic Growth (New York 
W. W. Norton & Co. 1952), pp. 19, 71, 102-106. Also 


Gunnar Myrdal, Economic Theory and Underdeveloped Regions 
(London: Duckworth & Co., 1957). 


foreign, will be overcome more easily 
than it was in the not too remote un- 
orthodox beginnings. Far from being at 
the verge of diminishing returns—as re- 
joicing neomalthusians now anticipate— 
the economy will have entered the stage 
of increasing returns. Innovations which 
are commonplace in other countries will 
be adopted and adapted as a matter of 
course. As the built-in pressures for 
sustained growth react upon each other 
and lift the levels of performance and 
productivity, high rates of population 
growth will be absorbed and will pro- 
vide additional thrust for the upward 
ascent. 


All of which means, in the last analysis, 
that the economy will have swapped a 
set of well-known secular problems for a 
newer, more perplexing and certainly 
more unstable assortment—but perhaps 
there will then be enough maize for 
everybody. 
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Maximum Freight Rate Regulation and 
Railroad Earnings Control 


By MERRILL J. ROBERTS* 


NTEREST of carriers, shippers, gov- 
ernment agencies, and students of 
transportation has generated substantial 
discussion regarding appropriate guide- 
lines for regulatory determination of 
minimum rates.1_ The maximum side of 
rate control has had much less recent 
attention. Although arising in other 
settings as well, the problem of maximum 
rate limits presently comes into sharpest 
focus in connection with general rate ad- 
vance cases. A recent proceeding of this 
nature, designated by the Interstate 
Commerce Commission as Ex Parte 
206,? poses particularly interesting prob- 
lems. This paper sets forth the main 
features of general revenue cases mani- 
fested in the Ex Parte 206 and similar 
proceedings in order to evaluate the role 
of regulation and the Commission’s per- 
formance in establishing rate ceilings in 
connection with earnings control. Since 
the anticipated dollar proceeds of these 
cases are often calculated in the billions, 
they are of major concern to economists 
generally as well as to carriers, shippers, 
and the consuming public. 


The Ex Parte 206 Case 


On September 27, 1956, the Eastern 
and Western Territory railroads applied 
to the Interstate Commerce Commission 
for authority to increase freight rates, 


* School of Business Administration, University of Pitts- 
burgh. Completion of this article was facilitated by an 
appointment as Research Professor during the summer of 
1958 while the author was a member of the faculty of the 
University of Florida. 

1 Much of this discussion stemmed directly from a Cabinet 
Committee report proposing changes in regulatory policy. 
Presidential Advisory Committee on Transport Policy and 
Organization, Revision of Federal Transportation Policy (1955), 
commonly known as the Weeks’ Committee Report. 

2 Increased Freight Rates, Eastern and Western Territories, 
1956, Ex Parte 206, 229 I. C. C. 429 I. C. C. 557, and 300 
I. C. C, 633. 


with certain exceptions, by 15 percent. 
Unlike the series of earlier postwar cases 
which had emphasized “cost of living” 
increases designed to compensate the 
carriers for rising supply prices, this 
application emphasized the inadequacy 
of railroad rates of return on invested 
capital and directed attention to what 
was regarded as a chronic and deep- 
seated maladjustment between railroad 
revenues and costs. As a result of subse- 
quent developments, however, the “‘cost 
of living” aspect was interjected. In 
order to cover realized or immediately 
pending cost increases the railroads 
amended the original petition on Janu- 
ary 17th to raise the requested increase 
from 15 to 22 percent. Of this amount, 
15 percent was in effect directed toward 
the basic maladjustment and 7 percent 
toward the higher costs. Meanwhile, the 
Southern Territory carriers, who were 
not parties to the original rate of return 
petition, became involved in the cost of 
living aspect by requesting authority for 
a 15 percent emergency increase. 

On August 6, 1957, the Commission 
handed down its final decision, granting 
overall increases somewhat below the 22 
percent requested in the East and West 
and the 15 percent requested in the 
South. Class rates might be raised by 12 
percent throughout the country. In- 
creases in other rate categories were 
restricted to 14 percent in the East, 12 
percent in the West and between these 
two territories, and 9 percent in the 
South and between this region and the 
remainder of the country. 


In general, two basic issues are raised 
in revenue proceedings such as Ex Parte 
206. The first involves the efficacy of the 
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rate increase, or whether it will have the 
desired effect of improving the carriers’ 
revenue position. This poses the question 
of the level of support for the rail plant 
which the market can be induced to pro- 
vide. The second issue concerns the 
propriety of the proposed increase, or the 
level of support which the market might 
properly under regulation be called 
upon to provide. Although the Com- 
mission does not explicitly frame and 
dispose of the issues in these terms, it is 
rather clear that the governing considera- 
tion in limiting the amount of the in- 
crease in Ex Parte 206 was attainable 
rather than proper market support. It 
was expected that the additional reve- 
nues over and above the actual cost in- 
creases would help the eastern and 
western railroads to implement their 
capital improvement and modernization 
programs. However, the Commission 
was “convinced that the full increase in 
freight rates sought by them would tend 
to defeat this objective.”* Concluding 
that a bigger increase would yield not 
more but less revenues the Commission 
escaped a conclusive consideration of 
whether the carriers should be allowed to 
reap additional fruits if they could do so, 
or the appropriate measurement of the 
revenue entitlement of railroads under 
regulation. 


Efficacy of the Rate Increases 


According to the railroad petitions, 
the purposes of the proposed increases 
were (a) to compensate for advances in 
supply prices and (b) to go beyond this 
and improve the long-run financial posi- 
tion of the industry. The common de- 
nominator of the two objectives is the re- 
alization of additional revenues from 
the rate advances. In this sense, the ef- 
ficacy depends on the elasticity of de- 
mand functions. But rate increases might 


3300 I. C. C. 633, 686. 
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well occasion increased income for the 
carriers collectively without substantially 
improving the position of those individ- 
ual lines in financial difficulties, depend- 
ing on the specific distribution of the 
revenue increments and revenue defi- 
ciencies among the firms. Accordingly, 
efficacy will be examined in these terms: 
(1) Will the rate increase yield the ex- 
pected revenue increments? (2) If so, 
will this occasion any significant im- 
provement in the cost-revenue position 
of the firms with revenue deficiencies? 
Rate Increases and Revenue Generation. 
The conduct of the general rate cases 
represented by Ex Parte 206 clearly 
indicates that the achievement of some 
desired level of financial contribution 
through this medium is highly uncertain. 
The proceedings are litigatory monstros- 
ities, with companies and Commission 
alike facing tasks that are impossible of 
fulfillment. The carriers must propose 
and defend a single percentage increase 
for virtually the whole range of their ser- 
vices. In view of the wide variation in 
demand elasticity and in the demand and 
cost function relations associated with 
individual services, no single percentage 
is defensible. The Commission is put in 
the same impossible position in its at- 
tempt to evaluate the percentage pro- 
posed and defended by the railroads. 


The evidence adduced in the hearings 
must be highly generalized to fit the in- 
escapably broad view of the market which 
this approach entails, even though spe- 
cific markets are highly differentiated in 
important respects. Interest is focussed 
largely on the effect of the past general 
increases on traffic volume in various 
commodity classes. The Commission is 
highly impressed by shipper testimony 
threatening diversion of traffic to other 
agencies and by evidence of a decline in 
traffic volume in some commodity classes 
and in the railroads’ share of the total 
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transport market. This preoccupation 
ignores the obvious fact that in some 
market segments higher prices and 
smaller volume may well yield higher 
gross revenues, and more particularly net 
revenues, than the reverse. It is elemen- 
tary that the price which maximizes the 
contribution above direct costs (and 
therefore profits) will exceed the price 
which maximizes gross revenue. Gross 
revenue increases with successively lower 
prices to the point where marginal reve- 
nue equals zero; but at this price margi- 
nal revenue is less than marginal cost and 
the service is underpriced. The best 
price for building earnings is determined 
by the relationship between governing 
cost and demand curves in the specific 
market situation. An upward move- 
ment of the cost curve with the demand 
curve remaining stationary will gener- 
ally dictate an increase in price although 
this may mean a smaller share of the 
market or even a smaller absolute vol- 
ume. 


Nor can price policy be sensibly eval- 
uated without distinguishing between 
the traffic and revenue effects of changes 
in rates (as determined by demand elas- 
ticity) and of general economic ex- 
pansion (which may be termed an in- 
crease in demand intensity) in particu- 
lar market segments. With the secular 
increase in commodity output associated 
with postwar economic expansion the en- 
larged market is described by a right 
ward shift of the relevant transport 
demand functions. The demand shift 
means both that a larger output can be 
sold at the same price and that a higher 
price can be charged for the same output. 
This shift spells a higher maximizing 
price with the amount of the indicated 
raise depending on demand elasticity 
and the extent of the demand increase. 
The practical significance of these de- 
mand shifts is indicated by recent changes 


in the size of the transport markets rep- 
resented by the various commodity 
classes. As indicated in Table I, potential 
tonnage in 95 of the 256 classes increased 
by 25 percent or more between 1947 
and 1954 with advances over 50 percent 
recorded in 37 classes. 


TABLE I—Disrrreution oF 1954 Propucrion INDEXES 
By Major Commonpity Groups 














(1947 = 100) 
Number of commodity classes 
Commodity Group with indexes 
over | 150- 125- 100- 
200 200 150 125 
Products of Agriculture.| 2 5 7 17 
Animals and Products. . 0 3 3 7 
Products of Mines...... 1 6 5 4 
Products of Forests. .... 1 0 2 5 
Manufactures.......... 9 10 41 45 
MOM MM ack Gases coe yee 13 24 58 78 

















Source: Bureau of Transport Economics and Sta- 
tistics, Interstate Commerce Commission, Fluctuations in 
Railway Freight Traffic Compared with Production, Statement 
No. 570, January 1957, Appendix 1, Table 2. 

Dealing broadly with a single hypo- 
thetical market, the general rate case is 
a completely inappropriate vehicle for 
developing the intricate demand and 
cost analyses that are required for spe- 
cific markets. This must be done by 
the carriers as a management function 
and with management tools. Although 
the railroads have been notoriously re- 
miss in developing and employing these 
tools to guide pricing policies this work 
has expanded rapidly in recent 
years. In any case the Commission 
does no better than the worst rail- 
road efforts. While the market-by- 
market approach is clearly necessary at 
the management level, a single overall 
proceeding to elicit regulatory approval 
for broad scale rate revision in the inter- 
est of revenue expansion is highly ad- 
vantageous. This means that the in- 
crease applications should be explicitly 
couched in terms of the maximum raise 
to be applied with subsequent analysis 
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and experience to guide and modify 
specific pricing actions. ‘This, in fact, 
has been the essential character of past 
general increases with actual rate ad- 
vances immediately or subsequently fall- 
ing behind the amount authorized. Al- 
though reflecting changes in traffic make- 
up as well as rate movements, the in- 
dexes published by the Commission’s 
staff show that the rate increases applied 
in practice are not at all uniform. The 
1956 indexes for 66 classes (with 1950 as 
100) ranged from 100 to 126 with nearly 
half of the cases in the extreme ranges 
over 120 and 110 or less.* 


Despite the varying market circum- 
stance and the ultimate differentiation 
of pricing actions the Commission im- 
poses blanket limitations necessarily 


based on some meaningless measure of 
an average market reaction to a certain 
price change which it falsely assumes 


will be uniformly applied. It seems 
highly probable that such blanket limi- 
tations shut off some profitable increases 
that might possibly be questioned on 
propriety grounds but not on the efficacy 
basis which apparently induces the re- 
strictions. This result is strongly indi- 
cated by an analysis of the apparent 
revenue effects of increases imposed on 
a number of commodity classes between 
1950 and 1954. 


The volume carried in each traffic class 
is determined by the total tonnage out- 
put of the component commodities and 
by the share of the total carried by the 
railroads. For the limited time period 
involved in this analysis, railroad rates 
will probably have little effect on indus- 
trial output. They will, however, signif- 
icantly determine the railroad share, 
which is a function of the comparative 
course of rail and non-rail rates and of 

4 Bureau of Transport Economics and Statistics, I. C. .C., 


Indexes of Average Freight Rates on Railroad Carload Traffic, 
1948-1956, Statement RI-1, March 1958. 
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the elasticity of intermodal substitution. 
An indication of the revenue effect of rate 
actions accordingly is provided by con- 
sideration of changes in tonnage handled 
relative to potential measured by com- 
modity output. The relevant price and 
volume relations can be stated in index 
form. Comparative 1954 rate levels for 
the various commodity classes are indi- 
cated by the published indexes where the 
1950 rate is 100.5 One volume index is 
derived where the actual rail tonnage 
handled in 1950 is 100 and the 1954 ton- 
nage is stated as a percentage of the 1950 
figure. A second volume index relates 
the potential tonnage for 1954 and 1950 
and measures changes in the production 
of commodities in the various traffic 
classes. It indicates in relative terms 
what the 1954 tonnage would have been 
if the railroads had the same share of the 
market in that year as in 1950. 


The revenue effect of the increases 
actually imposed is determined by the 
relation between the percentage increase 
in rates and the associated change in vol- 
ume. A useful indicator of the latter 
term is the gap between actual rail ton- 
nage and potential tonnage in 1954. 
Revenue effects are least favorable where 
the 1954 index of actual tonnage falls 
farthest behind potential. Table II sum- 
marizes the rate-volume relations in these 
terms for commodity classes for which 
rate indexes are published. For eleven of 
the classes tonnage actually increased 
relative to potential (Group I). Among 
those involving a decline in tonnage rela- 
tive to potential, for 26 classes (Group IT) 
the percentage increase in rates exceeded 
the percentage volume drop (as measured 
by the margin between actual and po- 


5 Ibid. 

*Derived from tonnage data in Bureau of Transport 
Economics and Statistics. Fluctuations in Railway Freight 
Traffic Compared with Production, Statement No. 570, January 
1957. 
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tential 1954 tonnage), indicating a favor- 
able impact on revenues. 

The reverse was true for the remaining 
25 classes (Group III). 


TABLE I]—Comparison oF CHANGES IN Rates AND RAIL 
TonnaGE RELATIVE TO PoTENTIAL: 1950-1954 








No. of 
cases of 
rate in- 
dexes at 
or above 
the me- 
dian 


Average 1954 
tonnage indexes 


Average 
tonnage 
index 
gap 


Rate- 
volume 


grouping 





Poten- 
tials 


Actualé 





107 88 
97 103 
83 112 


+19 8 
- 6 17 
—29 10 























1Commodity classes where the 1950-54 percentage in- 
crease in rates was accompanied by a rail traffic increase 
greater than the potential during this period. 

2 Commodity classes where the 1950-54 percentage in- 
crease in rates was greater than the percentage traffic re- 
striction (as indicated by the relation between actual and 
potential tonnage for 1954) during this period. 

8 Commodity classes where the 1950-54 percentage traffic 
restriction (as indicated by the relation between actual and 
potential tonnage in 1954) was greater than the percentage 
increase in rates during this period. 

«Where 1950 rail tonnage is 100. 

5 Where 1950 tonnage output of producing industries is 
100. 

6 Median index is 111, with range from 102 to 124, with 
1950 as 100. 

Sources: Rate indexes from Bureau of Transport Economics 
and Statistics, Indexes of Average Freight Rates on Railroad Car- 
load Traffic, 1948-1956. Statement RI-1, March, 1958. 
Tonnage indexes derived from data in Ibid., Fluctuations in 
Railway Freight Traffic Compared with Production, Statement 
No. 570, January 1957. 


While not providing a definitive evalu- 
ation of the rate changes,’ this breakdown 
does indicate the likelihood that the rate 
increases in Groups I and II were more 
fruitful than those in Group III. Signif- 
icantly, as might be expected with wide 
variations in market conditions, the size 
of the gap is not associated with the mag- 
nitude of the rate increase. On the con- 
trary, the reverse appears to be true. 
The median rate index was 111. Eight of 
the eleven Group I cases involved in- 


7 These relationships simply suggest that rate changes 
appear to have been more profitable for some groups of 
commodities than for others. Some other rate increase, 
either larger or smaller, may have been more profitable than 
that actually imposed. 
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creases equal to or higher than the med- 
ian. Similarly, the increases in Group II 
were generally high, with 17 of the 26 
involving rate raises of 11 percent or 
more. On the other hand, only 10 of the 
25 Group III cases had rate advances of 
this magnitude. 


Commission action in applying blanket 
limitations to a wide range of market 
conditions is unsound in principle and 
may well restrict unduly the earning po- 
tential of the railroads. ‘Blind caution” 
by the Interstate Commerce Commission 
is not an appropriate conditioner of pric- 
ing policies. Particularly if the carriers’ 
percentage request is viewed as a maxi- 
mum authorization, there is no apparent 
reason for Commission-imposed limits on 
efficacy grounds. Any review of the in- 
crease application should be based on 
propriety considerations. 


Revenue Increments and Financial Need. 
As indicated in the preceding section, the 
general rate level proceedings char- 
acterized by Ex Parte 206 are poorly de- 
signed to test the efficacy of proposed 
rate increases in the first sense of their 
ability to generate revenue increments. 
As presently conceived, they also fail in 
the second efficacy test of associating 
revenue increments with financial re- 
quirements. In such revenue cases the 
carriers are grouped together into re- 
gional networks which are essentially re- 
garded as composite firms. This col- 
lectivization of rate and revenue matters 
stems from the fact that many quota- 
tions apply to movements that are either 
joint or competitive. Revenue needs are 
measured and revenue increments are 
sought for the group and not for indi- 
vidual firms. But each company must 
stand on its own feet financially; rate 


‘movements are collectivized while reve- 


nue requirements remain highly indi- 
vidualized. 
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If the industry were characterized by 
a model cluster of companies of substan- 
tially equal financial position, the dis- 
tinction between the industry and its 
member firms would lose much of its 
significance. Unfortunately, however, 
this is not the case. Table III, which 
groups all Class 1 carriers by rates of 
return for 1955 and for the ten-year 
period from 1946 to 1955, emphasizes 
the wide variation in financial perfor- 
mance of individual railroad companies. 
It will be noted, for example, that in 
1955 nearly a quarter of the rail plant 
enjoyed returns above 6 percent while 
another quarter was hopelessly defi- 
cient, realizing returns under 3 per- 
cent. Significantly, companies compris- 
ing about half of the national system 
had financial records which indicated 
either that they had no pressing need for 
additional revenues or that their require- 
ments were so great that they would not 
be satisfied by any reasonably attainable 
proceeds of rate advances. 

In supporting the Ex Parte 206 rate 
increase application a leading railroad 
spokesman asserted that the system as a 
whole required an additional $442 mil- 
lion per year for capital improvements 
and implied that this gap would be filled 
if the composite net income were in- 
creased by this amount.* But if the 
rate of return on asset valuation has any 
validity as a measure of financial per- 
formance, the greatest need for additional 
revenues must be found among the 
carriers with low return rates. Addi- 
tional net revenues of $442 million per 
year would meet the requirements only 
if the revenue increment accrued to in- 
dividual lines in proportion to their 
need. There is no reason to expect 
that this would be the case and a look 
at the disposition of the proceeds of pre- 
vious rate increases suggests that it is not. 


* Graham Getty, Verified Statement No. 1, p. 18. 





TABLE I1J—Disrriurion Rartroap Inpustrry BY Rare or 
Return on Ex Parte 175 VALUATION 














Percent of Plant Value 
Rate Range 
(percent) 1946-1955 average} 1955 
8 and over.......... 3.62 9.93 
ee fis cisiaicasrseierne 13.04 12.59 
eee. 9.66 4.93 
MG vccws annie eeecs 26.17 23.42 
BEES stolen soe aonvean 12.22 23.36 
Mees ciceiasisinisie sissies 28.45 17.93 
MIGET SZ. cccccsesce 6.84 7.84 
= 16.66 22.52 
under 3....c.cccces 35.29 25.77 
Total over 6 
pte te 51.95 48.29 











Source: Derived from Railroad Rate of Return Study, Years 
1946-1955. Exhibit submitted by B. H. Moore in Verified 
Statement 22-7 in Ex Parte 206, January 29, 1957. 

A rough indication of the disposition 
among individual firms of the proceeds of 
the Ex Parte 196 rate increase in relation 
to the revenue requirements is shown in 
Table IV. Revenues for 1956 reflect 
generally the effect of the general rate ad- 
vance. Table IV segregates the carriers 
according to their 1955 rate of return,’ 
establishing groups over 6 percent be- 
tween 4.52 (the national average) and 6, 
and under 4.52. It then shows for each 
group the additional net railway operat- 
ing income required to bring the collec- 
tive return to 6 percent. According to 
this analysis the companies with returns 
over 6 percent required no additional net 
income to achieve this norm but obtained 
28 percent of the additional freight 
revenues. Those with returns between 
4.52 and 6 percent required only 9 per- 
cent of the additional net income but 
attracted 18 percent of the revenue in- 
crease. On the other hand, the least 
prosperous group, with returns under 
4.52 percent, gained only 54 percent of 
the revenue increment although they 
needed as a group 91 percent of the net 
income advance to attain a 6 percent 
return. 


* Computed from a rate base determined by the Ex Parte 
175 formula. 
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TABLE IV—Estmatep DisrrreuTion or Proceeps or Ex Parte 196 IncrREASE In RELATION To Rate or RETURN 

















Net railway operating income Freight operating revenues 
millions) (millions) 
Rate of return Ex Parte Increment re- 
category 175 Earned | Required quired for a 1955 1956 1956 % of 
t) valuation in 1955 | fora6% 6% return increase | increase 
return 
Amount | Percent 
over 6.00.......... $ 5,597.73 |$ 443.14 1$ 335.87 |§...... O |$2,316.00 |$2,432.42 |$116.42 28 
4.52-6.00.......... 4,608.31 234.12 276.50 | 42.38 09 1,699.74 | 1,773.15 | 73.41 18 
under 4.52......... 14,614.72 448.58 876.88 | 428.30 91 4,493.60 | 4,714.12 | 220.52 54 
VOTAL i 66/065:5. 6:8 6:00. 24,820.76 | 1,125.84 | 1,489.25 | 470.68 | 100 8 509.34 | 8,919.69 | 410.35 | 100 
































Source: Derived from Table 1 to Verified Statement of Merrill J. Roberts on behalf of General Services Administration 
before the Interstate Commerce Commission in Increased Freight Rates, Eastern and Western Territories, 1956, Ex Parte 206, 


The foregoing considerations clearly 
indicate the improbability that revenue 
increments will be matched up with 
revenue needs. A distinction should be 
made here between rate advances de- 
signed to correct the chronic cost- 
revenue maladjustment which was the 
subject of the initial Ex Parte 206 petition 
and those calculated to compensate for 
realized cost increases. It is virtually im- 
possible for revenue increments from 
general rate advances associated with 
the first case to be distributed among the 
firms in a way which will have any signi- 
ficant impact on the basic railroad 
financial problem. It is possible, on the 
other hand, that revenue proceeds may 
be distributed at least roughly in ac- 
cordance with realized cost advances. 
This simply means, however, that to the 
extent this distribution is achieved the 
basic problem does not become more 
acute; however, it makes little contribu- 
tion to the goal of each firm’s recovering 
all costs, including long-run capital costs. 
Solution of the basic problem clearly re- 
quires intensive study of the causes and 
cures of the financial problems of the 
substandard carriers. The general reve- 
nue case makes no contribution to this 
but rather obscures it because of the 
explicit loss of identity of individual firms 
inherent in the proceedings. 





The wide dispersion in financial per- 
formance and the related difficulty of 
associating revenue needs and deficiencies 
pose a serious problem. Even if general 
rate increases should provide the railroad 
industry with adequate or even generous 
returns, it would be a rather hollow ac- 
complishment. In 1955, with a national 
average return rate of 4.52 percent, 
nearly half of the rail plant (as measured 
by the Ex Parte 175 valuation formula) 
had a return rate under 4 percent. If 
increased revenues should advance the 
national average to 6 percent, which 
apparently approximates the railroads’ 
objective, substantial portions of the 
plant would still suffer inadequate re- 
turns. Assuming an average advance 
from 4.52 to 6 percent, with all companies 
participating proportionately in the net 
revenue increase, 59 percent of the system 
would still fall below a 6 percent return 
and about a quarter below 4 percent. 
This suggests that any reasonably attain- 
able net revenue position for the industry 
as a whole would still leave many com- 
panies unable to maintain their plants 
in high order and attract capital. 


The Propriety Aspect of Rate Advances 


Since the regulatory limits imposed in 
Ex Parte 206 (as well as in the earlier 


_ postwar proceedings) rested essentially on 
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efficacy grounds, the Commission has had 
little or no occasion to deal constructively 
with the problem of measuring the 
revenue entitlement of railroads under 
regulation. In Ex Parte 206, however, 
the Commission did brush lightly against 
the problem of appropriate limits on rate 
advances in a negative and somewhat 
inconsistent manner in its disposition of 
fair return on fair value as a criterion for 
judging revenue entitlement under regu- 
lation. The railroad case emphasized 
the low rate of return on invested capital 
realized by this industry in comparison 
with other public utilities and with 
manufacturing companies. This defi- 
ciency was interpreted in terms of its 
implication for capital attraction. Basic 
to the railroad case, therefore, was an ex- 
tensive ‘‘cost of capital’’ study, which con- 
cluded that an industry-wide return rate 
of 8 percent was required to prevent 
capital rationing and a consequent de- 


terioration in the quantity,and quality of 
railroad service.!° 


The Commission was not completely 
insensitive to the rate of return measure 
employed by the railroads. It contem- 
plated revenue increments sufficient to 
cover the increased supply prices of the 
roads in all regions and to provide some- 
thing beyond this amount in the East and 
West. According to the Commission, 
as a result of the increase “all railroads 
subject to our jurisdiction will be com- 
pensated approximately to the extent of 
their known increased costs, and the 
eastern and western railroads will obtain 
some additional revenues over and above 
such costs.”!!_ The greater increase 
authorized in the East than in the West 
and South was attributed to more press- 
ing financial requirements as measured 

10 Walter A. Morton, Verified Statement No. 2, Ex Parte 


206. 
11 300 I. C. C. 633, 686. 
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by “operating ratios, rates of return, and 
other financial indicia.” 

While thus according return rates 
some comparative significance, the Com- 
mission denied a basic role for this 
measure as a determinant of revenue en- 
titlement, declaring that “there is no 
statutory requirement or statement of 
policy requiring the making of rates to 
yield a certain rate of return on invest- 
ment either in the United States as a 
whole, or in various rate territories.’ '% 
Commissioners Minor and Walrath, in a 
separate concurring opinion, went even 
further in this respect, emphasizing the 
absence of statutory authority as well as 
statutory requirements for employing this 
test of earnings reasonableness.14 On the 
whole, the Commission disposed of the 
rate of return problem in legalistic 
rather than in economic terms. 

It is the position of this paper that the 
Commission errs in categorically reject- 
ing investment return as a fundamental 
guide to earnings reasonableness and in 
its unqualified acceptance of the net- 
work as the relevant financial unit, which 
sires the conclusion that no regulatory 
limits on rate increases are required short 
of those imposed by the market. Re- 
gardless of the legal status of investment 
return, the Commission cannot escape its 
economic implications since it is a 
measure to which investors are ac- 
customed and which is crucial to invest- 
ment decisions. Although obscured by 
the fact that in the prescribed railway 
accounting system capital costs are cov- 
ered by the residual “‘net railway operat- 
ing income,” they are as real as wages and 
material outlays. Despite the Commis- 
sion’s assertion of legalistic irrelevance, 
the extent and character of the rail plant 
and its flow of services is intimately 


bound up with the realized return. 


13 Ibid. 
13 Ibid., p. 662. 
14 Jbid., pp. 702-03. 
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But a highly qualified application of 
investment return is required in rail- 
road revenue cases where clusters of 
firms are the relevant pricing but not 
financial unit. If the equation of total 
revenues (TR) and total costs (TC) in- 
cluding a normal return on investment 
is a goal for the network, some com- 
panies will experience TR >TC and 
others TR< TC.!> The achievement of 
TR =TC for the network means little for 
capital attraction since the excesses of 
the opulent companies are not credited 
against the deficiencies of the paupers. 
Investors buy the securities of specific 
companies and not of larger industry seg- 
ments. The artificiality of the network 
as the pertinent financial unit requires 
further consideration of the Commission’s 
position that regulatory limits on general 
rate increases are superfluous. In dis- 
tinguishing between regional networks and 
their member firms, specific attention 
should be focussed on those lines with 
substandard financial performance. 


The returns necessary to achieve 
TR=TC are computed from the rela- 
tionship between the appropriate net 
earnings figure and the value of assets 
taken from accounting records.!* It is 
apparent that there is no necessary con- 
nection between this accounting valuation 
(AV) of productive assets as measured by 
the outlays necessary to acquire or re- 
place them and the economic value (EV) 
of the plant measured by its capitalized 
earnings. Some investment decisions 
may have been in error or changed 
market conditions may restrict earnings 


18 Even if a return is not explicitly considered as a cost, the 
mere association of TR and TC for the networks is subject 
to this basic infirmity. 

16 The so-called “valuation” is determined by the I. C. C. 
by inventorying and pricing out the assets of the companies. 
The central question in the valuation process of whether 
to use original cost or reproduction cost is of little or no 
concern for present purposes. The essential point here is 
that the resulting figures represent summations of the price 
of assets accumulated over the years and are unrelated to true 
economic value. 
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below anticipations.17 The wide varia- 
tion in the financial position of individual 
rail lines and the sizeable segment of the 
industry with very low returns indicates a 
varying AV-EV relationship for different 
companies. Those with very low returns 
on assets are victims of severely impaired 
earning capacity and an economic value 
well below the accounting valuation upon 
which the returns are computed. 

The AV-EV gap for some firms stems 
from a variety of causes but a comparison 
of roads with 1955 return rates over 6 
under 3 percent at least suggest several 
general characteristics of the substan- 
dard companies. There is evidence, 


for example, that these companies are 
plagued by heavier passenger deficits and 
by lower traffic density with concomitant 
disabilities in operating performance.!® 
But most significantly, there is a strong 
suggestion that the financially weak com- 
panies are commonly called upon to 


support especially costly plant invest- 
ments. Considering the companies with 
switching track less than 50 percent of 
total track owned, only one of the 32 
with returns over 6 percent had an invest- 
ment exceeding $250,000 per mile of 
road. On the other hand, eight of the 31 
roads under 3 percent showed plant in- 
vestments in this category. 

Adhering to the accounting valuation 
of substandard carriers by carrying these 
figures in the regional rate base, it is 
virtually inevitable that the result will 
be a composite return rate which is 
inadequate as measured by the yields in 
other industries. But it does not follow 
that a subnormal regionwide return (or 
TR< TC) establishes a case for the 

17For a discussion of this relationship see Merrill J. 
Roberts, “Transport Regulation and the Railroad Problem,” 
Southern Economic Journal, January 1957, pp. 256-271. 

18 Comparative figures for the carriers with 1955 returns 
over 6 and under 3 percent, respectively, are as follows: 
passenger deficit as percent of freight revenues, 20 and 54; 
ton miles per mile of road operated (millions), 42.8 and 16.6; 


car miles per train mile, 72.6 and 63.5; ton miles per loaded 
car mile, 33.5 and 29.3. 
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propriety of additional revenues. The 
previously-indicated inability to relate 
revenue increments and requirements 
makes the rate increase a futile device for 
curing the real financial deficit which is a 
property of individual firms and not of 
the regional network. And in view of 
the uneconomic character of large por- 
tions of the system (measured by the 
AV-EV gap), further rate increases may 
be improper as well as futile and should 
be closely tested for their legitimacy. 
They impose additional burdens on 
shippers of lines with adequate earnings 
and provide extra wind-falls for these 
carriers. But more generally, the in- 
creases represent an effort to exploit in- 
elastic demands throughout the entire 
system that is vainly calculated to offset 
the impaired earning capacity of some 
component parts and thus has little 
social justification. !® 


Although the market under regulation 
is not sufficiently free to establish true 
economic value of the railroad industry 
or regional segments through the earn- 


ings test, chronically poor financial 
records for individual companies at given 
rate levels should receive explicit atten- 
tion. Itis reasonable to test the economic 
validity of past applications of capital in 
specific companies by reference to the 
rate of return of the group. The argu- 
ment is rather persuasive that earnings 
impairment for the substandard carriers 
is measured by the extent to which they 
fall behind the average financial per- 
formance of the companies in their re- 
gional network, all of which operate in the 
same institutional environment and with 
the same regulatory rules. For example, 

19 There is no apparent justification or need for the less 
competitive traffic collectively to yield more than a normal 
return. To view the matter otherwise would imply that 
competitive traffic as a class yields less than a normal return. 
On the contrary, it is in precisely this area of the market 
where competition is most active that one would expect a 
normal return to be earned by an efficiently operated plant 


with capital structures reasonably related to prevailing 
market conditions. 
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with a regional average return of 5 per- 
cent, a company chronically unable to 
earn more than 3 percent on its account- 
ing valuation is suffering an overstated 
value figure. If a 5 percent average is 
attainable under prevailing economic 
and regulatory arrangements, there is 
some justification for using this as a 
basis to capitalize that company’s earn- 
ings and revise its valuation figure ac- 
cordingly. By thus reducing the rate 
base for the regional network, the 
realized return is increased and the 
industry position changed with respect 
to revenue requirements. Such an ad- 
justment of asset valuations and related 
annual costs should preface rate increases 
designed to achieve an equation of reve- 
nues and costs for the regional system. 


Table V provides such a revaluation 
for the national system, capitalizing the 
net income of the substandard carriers at 
the average rate of 4.5 percent realized 
in 1955 and adjusting the “rate base” 
accordingly. Employing income data 
for only one year, this revision is merely 
suggestive. Without any revenue incre- 
ments, this adjustment advances the 
average return to 5.5 percent, a signifi- 
cant jump toward a satisfactory industry 
level. The investment base is con- 
comitantly reduced by about 20 percent, 
dropping about $4.4 billion, from $24.8 
to $20.4 billion. These return and in- 
vestment figures are more realistic than 
the ones presently recognized and sub- 
stantially reduce the revenues required 
from rate advances to achieve a TR = TC 
equation. 


This introduction of earning capacity 
into the “rate base” is not subject to the 
classic objection of circularity properly 
made when the regulatory objective is to 
control monopoly profits. It is obviously 
improper regulation to employ capital- 
ized earnings as a rate base to test the 
reasonableness of the earnings capitalized 
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because any level of earnings is self- 
justifying. For rate control it is necessary 
to have an externally determined basis 
for judgment independent of earnings. 
But the present proposal entails writing 
down asset values for the substandard 
carriers: since there is no question of 
writing them up for the more prosperous 
companies, this path does no lead into the 
circularity treadmill. 


TABLE V—Revision or AssET VALUES oF SUBSTANDARD 








Carriers: 1955 
Realized in | Revised by 
Item 1955 Capitaliz- 
ing? 
Net railway operating income 
(millions) ...........eee00. $ 1,125.8 _ 
Asset values (millions)......... 24,820.81 |$20,386. 
Rate of return..........+..6-- 4.5 5.5 











Source: Derived from Table 1 to verified statement of 
Merrill J. Roberts on behalf of General Services Administra- 
tion, before the Interstate Commerce Commission in Ine 
creased Freight Rates, Eastern and Western Territories, 1956. 

1 Based on the Ex Parte 175 formula. 

* Capitalizing net railway operating income of substandard 
carriers (those with realized returns under the national 
average) by the national average return for 1955 of 4.52 
percent. 

In addition to alleviating pressures for 
unjustified rate increases, the reduction of 
the rate base through the capitalization 
process would have the further advan- 
tage of encouraging a corresponding 
physical and financial rationalization of 
the industry. It would create pressures 
to slough off obsolescent and duplicating 
facilities that are inherently unable to 
earn at the going (average) industry 
return rate. Such a process would in- 
clude the pooling of physical facilities in 
order to concentrate use on the most 
efficient terminals and right-of-way and 
the outright consolidation of lines. This 
physical rationalization should lead, in 
turn, to the revision of capital structures 
to reflect the taste of economic reality 
injected by the asset revaluation.?° 

20For a thoroughgoing study of a voluntary capital- 


structure modification to bring capitalization in line with 
earnings potential see Robert L. Masson, New Shares for Old: 


With returns computed on the basis of 
revalued assets, regulation can not go 
far wrong in permitting a normal return 
for the network if it can be earned since 
the starting level will closely approach 
this goal.?4_ Some firms will still enjoy 
unusually attractive returns, but this is to 
be expected in the absence of the com- 
plete homogeneity assumed in the per- 
fectly competitive model. Such extra re- 
wards may reflect better-than-average 
operating efficiency, particularly favor- 
able operating conditions, or even a con- 
servative capitalization relative to earn- 
ings. Careful study of the factors under- 
lying the high rewards may, however, 
indicated the social desirability of some 
further restraint on supra-normal returns 
beyond the prevention of windfalls from 
rate increases predicated on an inflated 
network rate base. One device which 
appears to warrant consideration is a 
compulsory freight car pool, with capital 
contributions from the carriers based on 
ability to pay. This approach would 
collectivize an important aspect of in- 
vestment responsibility in a fashion con- 
sistent with group pricing. In addition, 
it would lead to operating economies by 
also collectivizing those aspects of pro- 
duction associated with car supply. 

Never getting beyond the “efficacy” 
question, the Commission has had no 
occasion to consider the kind of general 
qualifications of rate advances suggested 
here. It has, however, imposed ceilings 
in some connections more closely related 
to propriety than to efficacy considera- 
tions. Such ceilings generally reflect a 
The Boston and Maine Stock Modification (Harvard University 
Division of Research, Graduate School of Business Ad- 
ministration: 1958). 

21 Professor Harbeson would impose other conditions, such 
as exhausting possibilities of efficiency improvements and 
raising rates for services conducted at out-of-pocket losses. 
See Robert W. Harbeson, ‘‘Post War Freight Rate Increases 
and the Railroads,”? Public Utilities Fortnightly, 1957, pp. 
73-82. The first would be extremely difficult to formally ad- 
minister as a prerequisite for a rate increase. It seems 


probable that the revaluation program proposed here would 
help to force the realization of Harbeson’s conditions. 
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desire to protect established commercial 
interests and to stabilize competitive re- 
lations among producers. The superficial 
treatment of these situations without 
proper regard for the economic impli- 
cations of regulatory action has pro- 
duced some ceilings of highly question- 
able validity. A classic example is pro- 
vided by the “‘hold-downs” imposed in 
connection with some rate increases, 
under which the approved percentage 
advance in rates is qualified by a specified 
absolute maximum increase. Such hold- 
downs have been widely applied by the 
carriers on items moving from the West 
Coast to the eastern portion of the 
country which come into competition 
with sources closer to the market (e.g., 
lumber from the South), as well as with 
truck and water movements. The appli- 
cation of the full percentage increase, 
adding more to the distant (transconti- 
nental) rates, would upset established 
competitive relationships. The Com- 
mission has in many cases extended the 
list of commodities subject to the hold- 
downs or restricted the absolute maxi- 
mum to be applied. 


According to repeated testimony of 
western railroad spokesmen in Ex Parte 
206, the extended hold-downs imposed 
by the Commission were a prime cause 
of the financial difficulty of these carriers 
whose fortunes are closely bound up with 
the increasingly important transconti- 
nental traffic.2? For example, between 
1950 and 1955 the Union Pacific’s 
revenue ton miles increased by 15 percent 
and its net investment by 21 percent. 
This new capital investment was made 
largely to accommodate new businesses 
reaching national markets through rates 

%3 Verified Statement, No. 22-8, by W. G. Peoples, Vice 


President, Southern Pacific Company, in Ex Parte 206, 
February 1957, pp. 10-11. 
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reflecting the Commission-imposed hold- 
downs. ?8 


According to the testimony of com- 
pany spokesmen, however, much of 
this appears to be unprofitable busi- 
ness.*4 Depressed rates which encourage 
full utilization of a given scale of plant 
are quite different from those which in- 
duce additional investment. If the 
carrier’s contention is valid that these 
rates are unprofitable and if, as the Com- 
mission’s action indicates, they are none- 
theless required in the interest of western 
producers, serious economic inefficien- 
cies are introduced. On the one hand 
there is an uneconomic commitment of 
capital to rail plant in the West. In 
addition, production is encouraged that 
could be more economically pursued 
elsewhere. 

Conclusions 


One gathers from this examination of 
maximum rate regulation in revenue 
cases that the Commission has its shoes 
on the wrong feet. It shows a misguided 
concern for carrier welfare by second 
guessing the companies as to the wisdom 
of managerial pricing policy. At the 
same time, its unsophisticated acceptance 
of the network as the relevant financial 
(as well as pricing) unit leads to highly 
superficial treatment of the problem of 
revenue entitlement under regulation. 
Sound policy, on the contrary, requires 
carrier determination of price policies to 
promote self interest but closer regulatory 
attention to the question of revenue en- 
titlement. 


The general rate case as presently 
construed is a veritable farce. Its 
broad sweep virtually precludes even the 
most rudimentary consideration of the 
intimate demand and cost relationships 


83 Verified Statement, No. 22-2 of Arthur E. Stoddard, 
President, Union Paciffc Railroad, in Ex Parte 206, Febru- 
ary 1, 1957. 

2 Ibid. 
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that should govern pricing in specific 
markets. Armed only with the crudest 
data and anaytical concepts, the railroads 
solemnly endeavor to establish the wis- 
dom of a course of pricing action repre- 
sented by uniform percentage increases 
that they must know is indefensible in 
terms of self-interest and which is not 
very rigidly applied in practice. In the 
next scene, the Commission piously pre- 
tends an ability to pass judgment on 
market relations far too intricate for 
meaningful consideration with the infor- 
mation, insights, and operating methods 
available to it. The subtle tragedy in 
this scene is that the Commission becomes 
so preoccupied with its meaningless tilts 
with this windmill that it fails to take a 
stab at the flesh-and-blood problem of 
revenue entitlement. Neither of the 
performers are impressive in the roles in 
which they are cast and substantial 
changes are required in the script of rate 
level and earnings regulation. 

Developing and applying the analyti- 
cal tools and data required for sound 
pricing to serve carrier interests is clearly 
a responsibility of private management. 
The consequences of the carriers’ failure 
to develop fully market data for pricing 
purposes can in no way be mitigated by 
the fruitless processes of the general rate 
case. Regulation should not thwart the 
self-interest application of such insights 
as they have thus far developed or will 
generate from their recently-intensified 
concern with pricing problems. A\l- 
though the rate case develops little rele- 
vant market information, the Com- 
mission nevertheless establishes limits on 
price increases that are unwarranted on 
efficacy grounds and untested on pro- 
priety grounds. 


The increase applications should be 
judged exclusively with reference to the 
legitimacy of additional revenues. But, 
operating with prevailing concepts, the 
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Commission has had neither the occasion 
nor tools to deal with this issue. Un- 
critically accepting the network as the 
appropriate financial unit reveals such 
serious revenue deficiencies that the need 
for ceilings appears to be rather remote. 
And not looking beyond the accounting 
valuation of the network the Commission 
is unable to evoke a meaningful guide to 
revenue entitlement. But critical ex- 
amination of the operating concepts indi- 
cates that the need for earnings limita- 
ations may not be remote. Employment 
of the network as the relevant unit for 
measuring earnings entitlement requires 
that the accounting valuations be modi- 
fied by a consideration of the impaired 
earning capacity of some past capital 
commitments. Ignoring this result of 
changed market conditions leads to un- 
justified rate increases vainly calculated 
to shore up uneconomic investment. 
On the other hand, we are probably not 
prepared to unqualifiedly accept the 
value dictates of the market for the system 
as a whole, a course which would entail 
the complete elimination of control over 
rates and earnings. The proposed pro- 
gram of asset revaluation of sub-par 
companies is a feasible device to com- 
promise this dilemma and thus bridge the 
gap between historically-oriented ac- 
counting valuations and the true eco- 
nomic value established in the market 
place. 


Given this adjustment, the commonly- 
employed measure of relative earnings— 
return on investment—can be meaning- 
fully applied to railroad networks. As 
matters now stand, we have no effective 
guide to allocative efficiency in railroad 
transportation, either from the market or 
from regulation. But with the carriers 
free to pursue their private interests, sub- 
ject only to limitations dictated by such 
an economically valid test of earning. 
entitlement, the flow of revenues into th. 
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railroad system will appropriately dictate magnitude of the revenues and invest- 
the quantity and quality of railroad in- ment involved, the costs of ill-suited 
vestment and services. In view of the regulatory policy are great. 
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An Analysis of Non-Business Rail Travelt 
By HERBERT E. NEIL, JR.* 


HE PROBLEMS of the railroads 

have been a topic of public discus- 
sion especially since the reduction in the 
level of general economic activity in the 
1957-1958 period. Hearings on the sub- 
ject were held by a United States Senate 
committee in the winter of 1958.1 Many 
of the difficulties confronting the rail- 
roads have their origin in continuing 
substantial deficits in the passenger busi- 
ness. The present article is concerned 
with the market for passenger service. 


The first section of this article reports 
on an investigation of non-business rail 
trips based on sample surveys of the 
adult population of the United States. 
The second section develops some impli- 
cations for public policy of the findings of 
the first section. 


The history of rail passenger travel in 
this century can be described in four 
stages: (1) Steady increase in traffic dur- 
ing the first two decades of the century. 
The number of railroad passengers more 
than doubled between 1900 and 1920 
with an all-time high of 1,270,000,000 
trips in the latter year. (2) Decline in 
business during the twenties accelerated 
by the depression of the thirties, with 
business reaching a low of 434,000,000 
trips in 1933. (3) A rapid increase in 
rail travel during World War II. From 
1940 to 1944 the number of passenger 
trips doubled, reaching a figure of 
916,000,000, a level comparable with the 


t The analysis reported here was carried out as a project 
of the Research Seminar in Quantitative Economics of the 
Department of Economics, University of Michigan. 

* Research Assistant, Research Seminar of Quantitative 
Economics, University of Michigan. 

** Program Director, Survey Research Center, and 
Associate Professor of Economics, University of Michigan. 

1 Problems of the Railroads, Hearings Before the Subcom- 
mittee on Surface Transportation of the Committee on 
Interstate and Foreign Commerce, U. S. Senate, 85th 
Congress, Second Session, Washington, 1958. 


and JOHN B. LANSING** 

mid 1920’s. (4) Progressive fall-off in 
passenger travel during the past 12 
years. The number fell below half a 
billion trips in 1950, and by 1955 and 
1956 was below the level of 1933. In 
1956, 430,000,000 trips were taken. The 
decline since World War II has been 
most rapid in distance rather than com- 
muter travel. From 1946 to 1956 the 
number of commuter trips dropped from 
340,000,000 to 250,000,000 or 27%, 
while other trips fell 60% from 250,000,- 
000 to 180,000,000.2 Associated with 
the decline in business have been deficits 
on the passenger business, estimated by 
the Interstate Commerce Commission at 
over half a billion dollars yearly since 
1948, with the deficit approaching $700,- 
000,000 in 1956. 


I. The Empirical Investigation 


Most of the data used in this investiga- 
tion were collected in 1955 and 1956 ina 
National Travel Market Survey con- 
ducted by the Survey Research Center 
of the University of Michigan for the 
Port of New York Authority and the 
New York Central System. Limited use 
is made also of data collected in a similar 
survey in 1957.4 


2 Seventieth Annual Report on Transport Statistics in the United 
States for the Year Ended December 31, 1956, pp. 30, 111. 

*The problem of estimating the size of the passenger 
deficit has received attention recently. See, for example, 
Avoidable Costs of Passenger Train Service, a report prepared by 
a Research Committee of the Aeronautical Research Foun- 
dation, September 1957, reprinted in the Hearings cited in 
footnote 1, Part I, pp. 237-284. In this report it is con- 
tended that the Interstate Commerce Commission estimate 
of the cost of passenger service is too low. 

The 1957 Survey was sponsored by the New York 
Central, the Pennsylvania Railroad, and the Boeing Air- 
plane Company. The railroads discontinued support of 
this series of surveys after 1957 as part of their gradual 
withdrawal from the passenger business. A more complete 
statement of the methods used in the travel surveys includ- 
ing tables of sampling of errors of percentages is contained 
in The Travel Market 1955, by John B. Lansing and Ernest 
Lilienstein, Institute for Social Research, Ann Arbor, 
Michigan. 
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In each year interviews were taken in 
66 primary sampling units, including the 
12 largest cities in the country and 54 
other counties (or groups of counties). 
Smaller geographical areas were selected 
from the primary sampling units and 
finally individual dwelling units in these 
areas formed the basis of the sample. One 
individual in each family wasinterviewed. 
Questions were asked about trips by 
rail, bus, air, and auto in the twelve 
months prior to interview. This period 
does not coincide exactly with the 
calendar year since interviews were taken 
in two or three waves at different seasons. 
The analysis reported here is concerned 
with “‘non-business” trips. A “trip” is 
defined as a round trip to a point 100 
miles or more away from home, and 
“non-business” trips are trips not taken 
in connection with one’s work. All 


pleasure or personal trips thus fall into 


the “non-business” category. 


The fundamental question asked by 
the investigators in the present analysis is: 
what determines the probability that an 
individual adult will take one or more 
non-business rail trips during a period of 
a year? Three measurable character- 
istics of the individual suggested them- 
selves as likely to be of basic importance: 
his income, or rather that of the family of 
which he or she is a member; his stage in 
the family life cycle, which should be 
related to how many people are likely to 
go with him when he takes a non-business 
trip; and the population of the com- 
munity in which he lives, which should 
be related to the frequency of service by 
different modes available to him. Two- 
way relations between these variables and 
taking a non-business rail trip were ob- 
tained. For purposes of comparison, 
similar calculations were made for non- 
business travel by air, bus, and auto. The 
data used are averages of the findings of 
the 1956 and 1957 Surveys. 
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The proportion of adults who take a 
rail trip rises with income to a low peak of 
eight percent in the income class $3000- 
3999, then falls off slightly, and finally 
rises again for the income classes above 
$7500 a year. For air travel, on the 
other hand, the proportion taking a non- 
business trip is small at the lowest income 
level (two percent for the income class 
under $2000) but rises regularly and at 
an increasing rate. The proportion tak- 
ing a bus trip falls with income, for in- 
comes above $2,000. Ten percent of 
adults with incomes between $1000 and 
$2000 took non-business bus trips in 1956 
and 1957. The proportion taking a trip 
by auto at every income level is much 
larger than that using any of the other 
modes. The percent of adults taking an 
auto trip rises sharply from a level under 
30 percent for those with incomes below 
$2000 to over 65 percent for those with 
incomes over $5000. Thus, the data 
suggest that non-business trips by rail 
may be relatively more important to 
people with incomes below $4000 than 
to those in the middle-income groups. 
The relation between income and rail 
travel will be further explored below. 


The relation between stage in the 
family life cycle and use of the railroad 
for non-business rail travel is U-shaped. 
Young, single adults are more likely to 
take a rail trip than are young, married 
adults, and they in turn are more likely 
to take a rail trip than adults with young 
children. Only five percent of the latter 
class took non-business rail trips in the 
selected years. In the later stages of the 
cycle the proportion rises gradually and 
older single people (widows and widow- 
ers, for the most part) are about as 
likely to travel by rail as the young 
bachelors. Twelve percent of both age 
levels of single people use the rails for 
non-business travel. For air and bus 
travel the relationship is similar with one 
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exception:Jolder people are not as likely 
to travel by air as by rail. Less than six 
percent of adults 45 or over with no 
children under 18 take a non-business 
air trip compared with ten percent for 
the young single group. For auto travel 
the relationship is quite different: young 
married adults are more likely than young 
single adults to travel by auto, presum- 
ably because by auto two can travel 
about as cheaply as one. Two-thirds of 
the young married adults without chil- 
dren take a non-business trip by auto, 
while 55 percent of those adults in the 
young single category use auto for such 
trips. Couples with young children, 
however, are less likely to travel by auto 
than those with no children or older 
children. In the later stages of the life 
cycle there is a pronounced decline in 
the tendency to travel by auto. One- 
half of the older married adults with no 
children under 18 take a non-business 
auto trip and less than one-third of the 
older single group travel by auto. Thus 
rail travel is relatively more important 
to older people, especially older single 
people, than to people in the middle 
years. 


The third relationship indicates the 
proportion of adults in different types of 
community who take one or more non- 
business trips by each of the four modes 
of travel over a period of one year. 
People in the large urban centers are 
more likely to travel by rail than those 
living in the smaller towns and cities or 
in rural areas. Between ten and eleven 
percent of the adults who live in the 
large metropolitan areas or in cities with 
a population of over 50,000 take a non- 
business rail trip while the comparable 
figures for smaller cities and rural areas 
are nine and five percent, respectively. 
The same is true of air travel, though here 
the proportion falls off more rapidly as 
size of place declines. Only six percent of 


the adults residing in the twelve largest 
metropolitan areas take a trip by bus to a 
point 100 miles or more away, while 
nearly nine percent of the residents of 
smaller cities use bus. Auto travel is rela- 
tively less common among residents of 
the central cities of the metropolitan 
areas. Less than 40 percent of this group 
take a non-business trip while over 50 
percent of the adults in metropolitan 
suburbs, cities, or rural areas employ 
auto for a similar trip. 

The analysis of non-business rail travel 
was continued with a breakdown of the 
data by income, life cycle, and place of 
residence considered jointly. Income was 
divided into four classes; life cycle, five 
categories; and place of residence, three 
sub-groups. Sixty sub-groups, or cells, 


for each of the years 1955 and 1956 were 
thus obtained. The percentage of adults 
in each sub-group who took a non- 


business rail trip was calculated. In 
order to increase the number of observa- 
tions in the cells a simple average of the 
proportions from the 1955 and 1956 data 
was computed for each cell. The full 
table thus prepared is not reproduced 
here, partly to save space, and partly be- 
cause some of the sub-groups are so 
sparsely populated as to be of little in- 
terest. Tables I, II, and III, however, 
show the joint relationship between each 
of the possible pairs of the three inde- 
pendent variables and the dependent 
variable. 


The income-life cycle relationship is 
given in Table I. The U-shaped rela- 
tionship of stage in the life cycle to rail 
travel is most pronounced in the lowest 
income group. It is considerably attenu- 
ated for incomes over $15,000. On the 
other hand, moving across the rows, the 
most regular increase in rail travel as in- 
come increases is exhibited in the married 
with children group. For single adults 
there is no appreciable increase in rail 
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travel associated with rising income 
except at the $15,000-and-over level 
where the number of cases in each cell is 
small enough so that the income effect 
cannot be estimated with precision. In 
other words, the data in Table I indi- 


TABLE I—Tue Errecr or STaGE iN THE Lirg Cycle 

sy Income Crass upoN Rat TRAVEL: PERCENT OF THOSE 

mn DirFerent StaGes Wuo Took A Non-Business Ratt Trip, 
BY Income Crass in 1955 AND 1956 





Income 
$15,000 
and 
over 


36% 


In- In- In- 
come come 
Under|$4000-/$7500- 
14,999 


11% 


Stage in All 
Life Cycle In- 
comes |$4 ,000 


12% | 9% 





Young, single. 


Young, married, 


no children 27%* 


14% 


11% 
8% 


7% 
4% 


8% 
Married, children..} 6% 


Older, married, % 
i 18% 


6% 
11% 


20% 
22% * 
21% 


7% 
10% 
7% 


9% 
10% 
8% 




















* Less than 30 cases in cell. 


cate there is an income-life cycle inter- 
action. 

The relationship between income, 
place of residence, and non-business rail 
travel (Table II) is more symmetrical. 


TABLE II—Tue Errecr or Income sy RESIDENCE UPON 

Rart TRAVEL: PERCENT OF THOSE IN DIFFERENT INCOME 

Crasses Wuo Took A Non-Business Rai Trip By AREA 
1n 1955 anp 1956 
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A pattern of increasing non-business rail 
travel as income goes up appears for each 
of the three residence categories. The 
decline in non-business rail travel associ- 
ated with decline in population is most 
pronounced for those with income under 
$7,500, however. It is possible that high- 
income people are less likely than low- 
income people to be cut off from rail 
service because they live in a small 
community. 


Table III shows the joint effect of 
stage in the life cycle and place of resi- 
dence. All areas display the U-shaped 
relation between life cycle category and 


TABLE IlI—Tue Errecr or Stace in THE Lire Cyciz 

BY ResmeNceE upON Rat TRAVEL: PERCENT OF THOSE IN 

Dirrerent Staces WHo Took A Non-Business Rait Trip 
BY AREA IN 1955 AND 1956 





Rural 
Towns 
under 
2,500 
and Open 
Country 


11% 


Metropoli- 
tan Areas | Cities 
and Cities |2 ,500-} 
over 50 ,000 
50.000 


12% 


Stage in 
Life Cycle 





Young, single......| 12% 14% 


6% 
4% 


9% 
6% 


9% 
8% 


8% 
Married, children..| 6% 


Older, married, 
no children...... 71% 
7% 


6% 


8% 
9% 
8% 


9% 
10% 
8% 


12% 
12% 
10% 


Older, single...... j 























Metropoli- 
tan Areas 
and Cities 
over 
50,000 


Income Class 





9% 
9% 
12% 


Under $4,000 
$4,000- 7499 
$7,500-14,999 


$15,000 and 
20% 


Allincomes.... 10% 

















rail travel although itis most pronounced 
for the rural areas. For a given stage in 
the life cycle the effect of place of resi- 
dence is strongest in the married group 
with children and practically non-exis- 
tent in the young single group. The 
greater accessibility of good rail service in 
urban areas seems to be more important 
to families with children than to single 
people. 

The above analysis points to the exis- 
tence of a series of interactions involving 
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pairs of the independent variables. The 
investigators wished to consider the effect 
of other independent variables allowing 
for the three variables already discussed 
and any interactions between er among 
them. To do so they adopted two tech- 
niques. First, they selected five of the 
cells in the basic 60-cell table. Within 
each of these sub-groups they examined 
the influence of additional independent 
variables. 


The groups selected for analysis were: 
(1) adults with incomes less than $4000, 
under 45, single, and living in metropoli- 
tan areas; (2) adults with incomes less 
than $4000, married, with children, and 
residing in cities or towns with a popula- 
tion between 2,500 and 50,000; (3) 
adults with incomes less than $4,000, 45 
or over, single, and living in rural areas 
or in towns with a population less than 
2,500; (4) adults in the income range 
$4,000-$7499, married, with children and 
living in metropolitan areas; (5) adults 
with incomes between $7500 and $14,999 
married, with children, and living in 
metropolitan areas. There was no special 
reason for the selection of these particular 
five sub-groups although some attempt 
was made to vary each of the three inde- 
pendent variables; nor was there any 
special reason for selecting exactly five 
sub-groups. This method meets the 
criterion of holding constant the three 
variables used to define the cells and any 
interactions among them. 


The second technique involved use of 
the full 60-cell table. For each indi- 
vidual adult in the 1956 Survey a residual 
was computed. The proportion of adults 
in a given cell who took a non-business 
trip was regarded as an estimate of the 
probability that a member of this group 
would take such a trip. Since any indi- 
vidual either did or did not take a trip, 
his behavior differed from that ‘“‘pre- 


dicted” for him either by the difference - 
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between the average probability for 
people in his cell and zero (if he took no 
trip), or by the difference between one 
and the average probability for the cell 
(if he took a trip). To avoid negative 
numbers a constant of one was added to 
all residuals. It was then possible to 
compute mean residuals for adults classi- 
fied according to additional independent 
variables. Results are shown in Table 
IV. This technique has the advantage 
that sampling errors of the mean residuals 
can be computed by a method which 
takes into account the full complexity of 
the sample design.’ Such calculations 
have been carried out and the significance 
of the difference between each pair of 
mean residuals is shown in Table IV. 
Both methods of analysis indicate that 
whether or not an individual’s family 
owns an automobile is a factor in 
whether he takes any non-business rail 
trips. Among adults who own a car, 
have an income less than $4000, are 
under 45, single, and reside in metro- 
politan areas, 9 percent took such a trip, 
while of those who do not own a car but 
possess the other three characteristics, 12 
percent took one. Differences in the 
same direction appear for four out of five 
of the selected groups. The mean of the 
residuals in Table IV for those who own 
a car is about .03 lower than for those 
who do not. It is certainly reasonable to 
find that people who do not own a car 
are more likely to travel by rail than 
others whose situation is otherwise simi- 
lar. This result may help to explain 
the peculiar shape of the two-way rela- 
tion mentioned above between income 
and the probability that a person will 
travel by rail. Some people in the low- 
income groups do not have a car. As 
income rises, people may tend to travel 


'For a discussion of the need for special estimates of 
sampling errors for complex samples, see Leslie Kish, 
“Confidence Intervals for Clustered Samples,” American 
Sociological Review, April 1957, pp.154-165, 
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more often by rail up to a point at which 
they purchase an automobile—and then 
use it for their trips to points 100 miles or 
more away. 


TABLE IV—Mean Resrpvats For Non-Business RaiL 
TRAVEL AFTER ALLOWING FOR INCOME, STAGE IN THE FAMILY 
Lire Cyc.e, anp Piace or RESIDENCE 


(based on data from the 1956 Travel Survey) 








Standard 
Error of 
the Dif- 
Serence 





Car Ownership (of family) 
-0102 


Use of Auto Last Year 
Took one or more non- 
business auto trips... . 
Did not take a non- 
business auto trip 


Use of Air Last Year 
Took one or more non- 
business air trips 
Did not take a non- 
business air trip...... . 


Use of Bus Last Year 
Took one or more non- 
business bus trips 
Did not take a non- 
business bus trip 


Clerical Workers 
Clerical workers 
Other occupation groups. 


Farm Operators 
Farm operators. 
Other occupation groups. 


Grade School Education 
Had no more than a 
grade-school education -98 
Had more than a grade- 
schoo] education... ... .00 


College Education 
Did not attend college... -99 
Did attend college.......} 1.01 














It is perhaps more surprising to find a 
difference between the sexes in the ten- 
dency to use the trains for non-business 
trips. In each of the five selected groups 


women are more likely than men to 
travel by rail. The differences are con- 
siderable. The proportion of women 
who took a non-business rail trip is 
roughly twice the proportion of men. For 
example, consider adults in the income 
range $7,500 to $14,999, married, with 
children, and living in metropolitan 
areas. Of the women in this group, 
14 percent took at least one-non-busi- 
ness rail trip, compared to 7 percent 
of the men. Similarly, the mean resi- 
dual for women in Table IV is .04 
larger than that for men. 

The explanation of this finding is not 
obvious to the authors. It may be that 
women prefer to travel by rail rather 
than by automobile, especially when it is 
a question of driving a car themselves to 
a point 100 miles or more away. It may 
also be true that some of the trips are by 
women taking “non-business” trips to 
accompany men traveling on business. 


There seems to be a tendency for 
people who take a non-business trip by 
other modes also to take one by rail. The 
mean residual for those who took one or 
more non-business auto trips is .04 larger 
than that for those who did not. For air 
and bus the differences between the cor- 
responding pairs of mean residuals is 
even larger. 


The result suggests that there is a 
tendency for some people to travel more 
than others, even after taking into ac- 
count income, stage in the family life 
cycle, and place of residence. The 
hypothesis emerges that people may differ 
considerably in their underlying desire 
to travel or willingness to travel. There 
is, of course, substantial competition be- 
tween modes of travel, since on any given 
leg of a trip an individual must select one 
mode in preference to the others. The 
data suggest the possibility, however, 
that this competition may be mitigated 
by a tendency for people who get into 
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the habit of traveling to become favor- 
ably disposed toward all modes of travel. 

There do not appear to be wide differ- 
ences among occupation groups in the 
tendency to take non-business trips by 
rail apart from differences explainable in 
terms of income. The widest differences 
which do appear are between clerical 
workers and all other occupations, and 
between farm operators and all other 
occupations. The former is statistically 
significant (Table IV) but should be in- 
terpreted in the light of the fact that 
clerical workers tend to be women. As 
already noted, there seems to be a general 
tendency for women to travel by rail. 
The difference in mean residual between 
farm operators and the rest of the popu- 
lation amounts to .03 and is statistically 
significant. It may be associated with a 
general tendency for farmers to travel 
less than the non-farm population. 

There are also small differences be- 


tween education groups in mean residuals 
which are statistically significant (Table 


IV). These differences presumably re- 
flect differences in attitudes toward travel 
associated with the differences in edu- 
cation. 

To summarize: the principal factors 
associated with whether an adult takes 
at least one non-business rail trip in a 
year are the following: the income of his 
family, his stage in the family life cycle, 
the population of the community in 
which he lives, his sex, and whether he 
owns an automobile. Another factor 
which seems to have importance is 
his general propensity to travel as re- 
flected in his use of other modes of trans- 
port and as determined by his education 
and whether he is a farmer. 


II. Observations on Public Policy 
A general discussion of the problems of 
public policy toward the railroads is 
certainly beyond the scope of this article. 
Nevertheless, there are two areas in 
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which the findings seem to the authors to 
have some relevance which may be worth 
pointing out. These areas are the social 
implications of the abandonment of rail 
service and the pricing of passenger 
service. 

Implications of Abandonment of Passenger 
Service. The empirical results in the 
first section of this paper make it pos- 
sible to characterize the segments of the 
population likely to be affected by the 
gradual withdrawal of the railroads from 
passenger service. Clearly, the people 
who would be affected are those who now 
travel in this manner. The summary 
statement at the close of Part I is in effect 
a description of those who would now be 
forced to make other arrangements for 
non-business trips if long distance rail 
passenger service were to cease. 


The issue may be put as follows: There 
is a general tendency for railroad man- 
agements to seek to withdraw from the 
passenger business on the ground that 
they are losing too much money on it. 
Towhatextent should they be encouraged 
and, if necessary, subsidized to remain in 
the long distance passenger business? 
Considerations involving business travel 
by rail and possible use of rail passenger 
facilities for national defense are beyond 
the scope of this discussion. It does seem 
to the authors, however, that some of the 
elements of the population now traveling 
by rail for non-business purposes are 
entitled to special consideration, namely 
older people, especially the widows and 
widowers, women and_ low-income 
people. The welfare of these groups 
should be considered in decisions involv- 
ing the future of rail passenger service. 
(The young, single people and high-in- 
come travelers are more likely to be able 
to shift for themselves.) It is perhaps 
necessary to add that the proposition that 
the welfare of certain groups is involved 
and should be taken into account is not 
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equivalent to an endorsement of any 
policy or set of policies. 

Pricing of Passenger Services. In a cross- 
section analysis at a given date such as 
that of present investigation, it is ex- 
tremely difficult to obtain estimates of 
the price elasticity of demand or indeed 
any information at all about the probable 
effects of different price policies. The 
data on the variations in the use of rail 
for non-business travel by stage in the 
family life cycle however seem sugges- 
tive for price policy. The results show, 
it will be recalled, that 12 percent 
of young, single people take a non-busi- 
ness rail trip in a year, 8 percent of young 
married adults, but only 6 percent of 
married adults with children under 18, 
while at the later stages the proportions 
rise again to 9 percent of older married 
adults with no children at home and 10 
percent of older, single adults. These 
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differences may be the result in large part 
of differences in effective price. 

The price of a non-business rail trip to 
the man buying it is the total price for 
the family group for which he is buying 
the service. The competitive advantage 
of different modes may vary greatly de- 
pending on the composition of the group. 

The importance of these considerations 
is illustrated in the accompanying chart, 
which contains estimates of the cost of a 
round trip from Detroit to New York in 
the spring of 1958 for the following 
groups: husband only; husband and 
wife only; husband, wife and one child 
aged 6-12; husband, wife, and two chil- 
dren aged 6-12; and husband, wife, two 
children aged 6-12 and one aged 2-6, 
The estimates are for rail coach; air 
coach or family plan which ever was 
cheaper; bus; and auto. One half of the 
graph shows the fare by each of the 
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common carriers and for auto the esti- 
mated marginal cost of driving to New 
York for someone owning an auto in good 
running order (gas, oil, lubrication, tolls, 
and extra wear, at 4-5 cents per mile). 
Of these estimates only the cost of 
operating an auto is an approximation; 
it should be kept in mind that there is 
considerable variation in cost of operat- 
ing an auto from one vehicle to another 
and one driver to another for reasons 
which it is hardly necessary to review 
here. 

The other half of the graph shows esti- 
mated total cost, including meals, lodg- 
ing (for the auto trip), and taxi fares. 
Here there would be much variation from 
one family to another in actual outlay 
and the curves should be regarded as 
rough approximations. 

The graph shows that rail travel is 
more economical than auto travel for a 
single adult and probably also slightly Jess 
expensive than air travel. For the party 
of two adults, auto travel is probably 
cheapest, though the margin below rail 
will not be large if the allowance for food, 
lodging, and operating expenses on the 
auto trip is generous. Air travel for the 
party of two is easily the most expensive. 
For the family including children, rail 
travel is substantially more expensive 
than travel by auto. The cost of travel 
by air continues to rise faster than by 
either rail or auto. For bus travel the 
shape of the curve is such as to suggest 
that the bus lines are not seriously in- 
terested in transporting family groups 
between Detroit and New York. 


One possible method for the railroads 
to obtain more passenger business (or to 
slow down the rate at which they lose 
business) is to cut the price. But it is not 
necessary to cut the price on single 
tickets. If the estimated costs shown in 
the chart are typical, the price to cut is 
the price for additional members of the 
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party. A “family plan” rate of, say, full 
fare for the husband, one-third fare for 
the wife, and no charge for the children 
would put the cost of rail travel below 
that of auto travel for the round trip 
from New York to Detroit. 


The amount of increase in rail travel 
which might result from such a policy is 
not easy to estimate. But some calcula- 
tions can be made. Adults who are 
members of married couples with chil- 
dren comprise about 46 percent of all 
adults. Every increase of 1 percent in 
the proportion of married adults with 
children using the trains thus would 
represent the addition of 0.46 percent to 
the proportion of the total adult popula- 
tion using the trains. If the proportion 
of married adults with children travel- 
ing by rail increased to the same level as 
the proportion of young single adults 
traveling by rail, i.e. from 6 percent to 12 
percent, the effect would be to increase 
from 8 percent to 11 percent the propor- 
tion of all adults taking ai least one non- 
business rail trip a year. The gain in 
revenue would not be in this proportion, 
of course, since there would be some re- 
duction in fares collected from present 
passengers. The total amount of the loss 
cannot be estimated without information 
about fares collected from children. As 
far as adults are concerned, it would not 
be large, since relatively few married 
adults with children now take non-busi- 
ness trips by rail and only one of a couple 
would enjoy any reduction in fare. 


The preceding argument refers, of 
course, only to the total revenue to be 
anticipated from a change in price 
policy. The authors have no special 
knowledge of the marginal cost of carry- 
ing additional passengers, but have as- 
sumed that it would be small. This 
assumption is most reasonable if the pro- 
posed low rates are applied only on those 


days of the week or seasons of the year 
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when the railroads are operating at less 
than their peak load. A possible side 
effect of the proposed policy would be the 
shifting of some of the trips by families 
from the periods of peak load to the 
periods of excess capacity. A reduction 
in peak load would make possible some 
reduction in the amount of equipment 
needed, and, hence, should tend to 
reduce costs. 


Summary. It is argued in the second 


section of this paper that the finding that 
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relatively high proportions of women, 
older single people, and people in the 
low income groups travel by rail 
should be taken into account in the 
formulation of public policy toward the 
railroads. It is suggested that considera- 
tion should be given to a system of pricing 
rail passenger service which involves 
maintenance of present fares for indi- 
vidual travelers but a drastic reduction in 
fares for additional members of their 
families traveling with them. 





Urban Land Use Classification 
By IRVING D. SHAPIRO* 


general into every distinct field of 
study must begin with classification, 
that is, the sorting of a set of phenomena 
composed of generically-alike units into 
classes or kinds, each class or kind con- 
sisting of members having definable 
characteristics in common. 

First, without classification, these phe- 
nomena would remain merely a bewild- 
ering multiplicity; the precise and un- 
ambiguous communication of ideas and 
concepts concerning these phenomena 
would be impossible. Second, classifi- 
cation of the phenomena involved is 
essential if generalizations are to be 
made concerning these phenomena. For 
we are primarily interested in general 
truths—that is, truths related to classes or 
kinds rather than to their individual 
members; a truth discovered about such 
a member is always implicitly applied to 
the entire group to which the member in 
question belongs. Without classification 
such generalizations would also be im- 
possible. And, finally, the evolution of a 
body of reliable knowledge concerning 
any set of phenomena through the process 
of accretion would be extremely difficult 
without classification. For in its absence 
every investigator embarking upon a 
course of inquiry would be compelled to 
retrace the same paths which had been 
traveled upon by countless others before 
him. The accumulation of knowledge 
under this condition might take place but 
only at an agonizingly slow pace. 

But the mere ordering of a set of 
phenomena does not automatically yield 
a useful classification; the system of classi- 
fication adopted must reflect the purpose 
or purposes which the classification is 
intended to serve. For example, in the 


* Architect and Urban Land Economist, Beverly Hills, 
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realm of astronomy celestial bodies may 
be classified as satellites, planets, stars, 
nebulae, and so on, according to their 
relative motions. However, they may 
also be grouped into solar systems and 
galaxies according to their relative posi- 
tions in space. If the object of classifi- 
cation were to provide a basis for general- 
izations about the relative motions of 
celestial bodies, their classification into 
solar systems and galaxies would be 
useless for that purpose. 


Hence, the arrangement of the set of 
phenomena involved into a systematically 
ordered body of separate groups—each 
composed of members having definable 
characteristics in common—in accord- 
ance with a principle of classification 
which reflects the purpose or purposes 
which the classification is intended to 
serve is basic to inquiry into every 
distinct field of study. Yet, when the 
set of phenomena to be classified in- 
volves the uses to which urban land in a 
community are put, the satisfaction of 
these basic requirements is generally 
conspicuous by its absence. 


In recognition of the importance of 
classification prior to inquiry into the 
uses to which urban land is put, a host 
of land use classification systems has 
been devised whose implied purpose is to 
serve as bases for descriptions of the 
current land use patterns of individual 
communities. These so-called ‘“‘conven- 
tional’? systems of land use classification 
are related in that they all involve the 
ordering of “urban land uses” into broad 
classifications such as “residential,” 
“commercial,” ‘industrial,’ and so on. 
And, as an indication of their general 
acceptance, they have served as the bases 
for hundreds of such descriptions of land 
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use patterns running the gamut from 
‘land use” descriptions of small towns of 
less than 5,000 population to “land use” 
descriptions of urban conurbations whose 
populations number in the millions. 
However, a close examination of several 
of these ‘conventional’ systems will 
reveal that: (1) they fail to treat of 
generically-alike units; (2) they fail to 
group members having definable char- 
acteristics in common; and (3) they fail 
to reflect the purpose which they are in- 
tended to serve. 

Let us consider one such system of land 
use classification, a system upon which 
descriptions of “land use” patterns for 
eighty-six cities and eleven urban areas 
were based.! The heart of this sytsem 
consists of an alphabetical index of 
“urban land uses” as classified in zoning 
surveys with each “urban land use” 
keyed to one of nine main classes. Al- 
though some repetition does exist in this 
index—for example, “Residence, 2- 
family” and ‘“Two-family dwelling” are 
separately enumerated within the main 
classifications of two-family dwellings— 
the index includes more than 600 virtu- 
ally distinct “urban land uses.” Yet, 
enumerated as land uses are “coal 
mining,” “cabinet maker,” “exhibition 
buildings,” and “railroad right of way,” 
“book publishing,” “pawnbroker,” “of- 
fice building,” and ‘“‘water company 
property.” Thus mingled together as 
“urban land uses” are types of activities, 
types of establishments, types of struc- 
tures, and legal rights—items that are 
anything but generically alike. Can they 
all be land uses? 

Further, classification depends upon a 
sorting of units into groups whose mem- 
bers have definable characteristics in 
common. Yet an examination of this 
alphabetical index shows that retail 

1Harland Bartholomew, Land Uses in American Cities 


(Cambridge: Harvard University Press, 1955), Appendix B, 
pp. 145-46, 
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bakery, bank, baseball park, broadcasting 
station, bus depot, drive-in theatre, 
gymnasium, hotel, kennels, mortuary, 
oil station, saloon, and trailer camp are 
all enumerated as commercial urban land 
uses; publicly owned exhibition buildings, 
city infirmary, penitentiary, playgrounds, 
and United States Government building 
are all grouped under Park and Play- 
grounds; and airport, aquarium, church, 
college, comfort station, dog pound, in- 
stitutional or municipal nurseries, poor- 
house, and synagogue are all gathered to- 
gether under Public and Semi-Public 
Property. Is it possible that the members 
of each of those groups could have any 
definable characteristics in common? 

And finally, in addition to serving asa 
basis for the land use pattern descriptions 
of individual communities, this classifica- 
tion is intended to provide a basis for 
‘observations of existing land use and 

. some idea of the trends in land 
utilization.”? It is also intended to pro- 
vide assistance in “urban planning .... 
annexation studies, real estate surveys of 
various kinds, market determinations, 
and many other types of inquiry’*— 
virtually an all-purpose system. Yet it is 
difficult to comprehend how the sorting 
of generically-unlike units into groups 
whose members have no definable char- 
acteristics in common can fulfill any of 
these objectives let alone all. Indeed, 
that this classification may have served 
as the basis for public policies regarding 
the future utilization of the urban land 
involved is cause for concern. 

The case cited above is not an isolated 
one. In 1948 the Public Administra- 
tion Service published ‘a procedural 
guide for the classification and mapping 
of land uses and related technical stu- 
dies.”* Since the Public Administra- 


2 Ibid., p. 10. 

8 Ibid. 

+E. B. Wilkins, Mapping for Planning (Chicago: Public 
Administration Service, 1948), pp. 15-25. 
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tion Service provides advisory and con- 
sulting services to government agencies 
at all levels—local, state, nationdl, and 
international—and in all fields of public 
administration, we can assume that the 
system of land use classification it pro- 
posed provided the basis for the land use 
pattern descriptions of many other com- 
munities. 

The system involved here is somewhat 
similar to the one utilized by Bartholo- 
mew; it also consists of an alphabetical 
index of “‘land uses.”? However, here we 
find about fifteen hundred “land uses,” 
each keyed to one of twenty subclassifica- 
tions with the several subclassifications 
grouped into eight major classifications. 
In addition, its author felt compelled to 
develop a separate category of ‘‘Public 
Buildings.” 

Upon examination, we again find a 
system of classification which attempts to 
order generically-unlike units. For ex- 
ample, “bag cleaning,” ‘department 
stores,” and “office building,” hem- 
stitching,” ‘“‘nursery schools,” “exhibition 
building,” and “airport property”—that 
is, types of activities, types of establish- 
ments, types of buildings, and legal 
rights—are all mingled together as “land 
uses.” 

And, here too, the members of each 
group have nothing in common. Under 
General Business we find such unrelated 
items as advertising, photography studios, 
air express service, antiques, turkish 
baths (private), dental laboratories, ca- 
terers, book-sellers, palmistry, and stamp 
dealers; under Public and Quasi-Public are 
grouped such land “uses” as municipal 
art museum, bible institute, blood banks, 
botanical gardens, disposal plants, de- 
tention homes, golf clubs, jails, and 
poorhouses. As far as fulfillment of 


purpose is concerned, it is evident that 
this classification system constitutes no 
better basis for the land use pattern des- 


criptions of individual communities than 
does the previous one. 


Let us consider one more case. In a 
recent volume on urban land use plan- 
ning, F. Stuart Chapin, Jr., presents—as 
illustrative material—a partial list of 
“urban land uses”’ classified into the con- 
ventional categories commonly used in 
detailed land use map presentations.” 

Upon examination we again find a 
system of classification which attempts to 
order generically-uolike units into groups 
each of whose members have no definable 
characteristics in common. For ex- 
ample, “office buildings,” ‘“‘airport prop- 
erty,” and “‘wholesale assemblers’”—that 
is, a type of structure, legal rights, and a 
type of establishment—are all mingled 
together as “‘urban land uses.” 

And here too the grouping of the 
several “land uses” into the broad classifi- 
cations given yield strange results. Each 
broad classification is composed of two 
subclassifications, structures and areas. 
Thus under Retail Business, Structures, are 
such unrelated items as office buildings, 
bars, roller skating rinks, motels, news- 
paper plants, storage garages, curio 
shops, and barber shops; under Retail 
Business, Areas, are grouped such “urban 
land uses” as farm equipment sales lots, 
drive-in theatre grounds, tombstone dis- 
play sales areas, and auto graveyards. 


It is true that Chapin does question 
the usefulness of this system of land use 
classification but his concern stems only 
from the fact that it does not “reflect the 
detail and the organization of uses em- 
ployed in the analytical procedures of 
land use planning’ *—that is, it does not 
serve to reflect one of the purposes for 
classifying land uses. For after going on 
to explain that: “. . . . the conventional 
system must be divisible into subclasses 

SF. Stuart Chapin, Jr., Urban Land Use Planning (New 


York: Harper and Brothers, 1957), p. 208. 
6 Ibid. 
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that are capable of recombination to 
form clusters of uses. . . [and] . . . it must 
be possible to break down the broad 
functional categories and lift out subcate- 
gories so that these may be regrouped 
with other subclasses or uses to form 
analytical categories or groups of spatially 
related uses which are then employed as 
analytical units in the land use planning 
process,”’ and after offering a land use 
classification system suitable for land use 
planning analyses, Chapin then observes 
that “for the purposes of preparing land 
use maps this classification system [his] is 
no substitute for the conventional func- 
tional system.”* Thus we may deduce 
that Chapin too approves of the use of 
this system for all other purposes. Fur- 
ther, inasmuch as all Chapin calls for in 
his criticism of this system is a realign- 
ment of the “‘urban land uses” involved, 
we can also deduce that his system—after 
the “urban land uses” have been properly 
realigned—would suffer from the same 
lumping together of generically unlike 
units which characterize the others. 


And, finally, an examination of Cha- 
pin’s own system reveals thatit has little to 
offer in the way of improvement over the 
others. For example, on what basis can 
one hold that oil refineries, ship-building 
yards, railroad marshaling yards, quar- 
ries, etc. are all Industrial and Related 
Uses, Extensive Class, while retail group, 
office group (including wholesale agents 
and brokers), amusements, civic centers, 
transportation passenger terminals, etc. 
all constitute Region-Serving Retail and 
Related Uses, Central Business District? 
It would be most difficult to find some 
characteristic that the “urban land uses” 
in each of the above groups have in 
common. 

To pursue this point further would 
serve no purpose. It is apparent that a 


1 Ibid., pp. 208-09. 
8 Ibid., p. 209. 
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good deal of confusion and ambiguity 
pervades the area of urban land use 
classification today. Types of activities, 
types of structures, types of establish- 
ments, and legal rights are all lumped to- 
gether as land uses; the principles of 
classification used do not operate to group 
like items, and the classifications them- 
selves do not reflect the prime purpose 
which they are intended to serve— 
presumably to act as bases for the land 
use pattern descriptions of individual 
communities. And when we expand the 
scope of this area to include the descrip- 
tions of land use patterns—so-called land 
use maps—that stem from the use of the 
“conventional” systems of land use clas- 
sification, we find even more confusion 
and ambiguity. Some observations made 
by Ernest M. Fisher and Robert M. 
Fisher concerning the well known con- 
centric zone, sector, and multiple-nuclei 
land-use pattern descriptions serve well 
to indicate the unsatisfactory state in 
which this aspect of urban land use clas- 
sification lies today. With respect to 
what are being classified: 


“, . . . the concentric zone, sector, and 
multiple-nuclei descriptions often fail to use 
the term land use clearly. Sometimes, 
‘land use’ refers exclusively to the types of 
structures occupying various locations. The 
structures may be classified only by the pur- 
poses for which they were originally designed, 
and no reference may be made to areas 
covered by streets or parks. In other in- 
stances, the term ‘land use’ may pertain to 
the predominant kind of activity found within 
different structures (usually at street level) 
without reference to a major activity which 
is so characteristic of our cities—traffic or the 
horizontal movement of persons and goods.””® 


And, concerning the ways in which 


“urban land uses” are grouped: 


. for many purposes, these broad classifi- 
cations are unsatisfactory. The descriptions 


* Ernest M. Fisher and Robert M. Fisher, Urban Real 
Estate (New York: Henry Holt and Company, 1954), pp. 
313-14. 
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ordinarily apply to the predominant land use 
at any given location—represented generally 
by the use of space at the street level. In 
doing so, they fail to account for any above- 
ground or below-ground uses of space which 
are so common in metropolitan areas. As a 
larger and larger percentage of air space is 
tapped in our modern cities, an increasing 
proportion of ‘land use’ takes place above 
ground rather than at street level. Therise of 
multi-storied buildings permits different land 
uses to be piled above each other on various 
floors at the same location. As a result, uses 
may be arranged vertically as well as hori- 
zontally.”?1° 


Indeed, most of the “land use” maps one 
finds today constitute partly real property 
inventories, partly land coverage maps, 
partly type of ownership maps (public or 
private sectors of the economy), and so 
on. But none constitute a land use map. 
What then are urban land uses? How 
may they be classified to produce land 
use maps? The answer to the first ques- 
tion lies in a most astute observation 
made by Haig some thirty years ago: 


‘When one begins to seek the reasons for 
growth and decline in the center [of a metro- 
polis], he is immediately impressed with the 
inadequacy of the terminology ordinarily used 
in discussing the problem. Broad terms such 
as ‘industry,’ ‘manufacture,’ ‘commerce,’ and 
‘trade’ are not well adapted to the task in 
hand. If, for example, a silk mill, formerly 
located on Manhattan, moves to Pennsyl- 
vania but keeps its head office and salesroom 
in New York, it is not accurate to say that this 
‘industry’ has left New York. What has 
actually happened is that there has been a 
territorial subdivision of functions which were 
formerly united in the same place, certain 
activities being sent to Pennsylvania and 
certain others kept in the metropolis. Fabri- 
cation and certain other fuactions have gone, 
but selling and many of the other functions 
remain. Fourth Avenue is full of establish- 
ments bearing the names of manufacturing 
plants, but no fabrication is in evidence. 
Though it is the center of the silk industry, 
not a loom is to be found there. Nor is the 
situation changed fundamentally if the es- 
tablishment, instead of retaining its New York 


10 Ibid., p. 313. 
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office, delegates its selling to a jobber or 
agent operating in New York under his own 
name. The significant thing is the amount 
and the character of the activity which leaves, 
and the amount and the character of the 
activity which remains. If a Fifth Avenue 
merchant sends his buyer to open an office in 
Paris, transfers his reserve stocks to a ware- 
house on the waterfront, and places his 
alteration shop in Long Island City, it is mis- 
leading to say merely that the ‘merchant’ is 
located on Fifth Avenue. He has scattered 
his activities to many places. If the fact that 
his sign still graces the Avenue is accepted as 
the sole test of his location, significant facts 
will be entirely overlooked. Every business 
is a packet of functions, and within limits 
these functions can be separated and located 
at different places.” 


And some years later this most logical 
concept of land use was put in more pre- 
cise terms; land use was defined as “‘the 
various activities performed within the 
standing stock on the surface of the land, 
underground, or in the air space over- 
head.”’!2, And, since “‘. . . . activities are 
carried on by individuals or groups of 
persons occupying identifiable units of 
space at fixed locations . . . [the] ‘land 
use’. . . [for any given site] means the 
activities customarily engaged in by.... 
[the] establishment [or establishments 
operating at that site].”!* Therefore, 
“land use” relates to activities only and, 
when one enumerates the land use at a 
given site for the purpose of classification, 
he is concerned solely with the activities 
being performed at that site. 

A solution to the problem posed by the 
second question was also suggested by 
Ernest M. Fisher and Robert M. Fisher: 

“The general land-use pattern, conse- 
quently, can be described according to the 
geographic distribution of establishments per- 
forming various types of activities in a com- 
munity. For any given type of activity, a 

11 Robert M. Haig, Major Economic Factors in Metropolitan 
Growth and Arrangement (New York: Committee on Regional 
Plan of New York and its Environs, 1928), pp. 36-37. 

12 Ernest M. Fisher and Robert M. Fisher, op. cit., pp. 


314-15. 
18 Ibid., p. 315. 
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specific land-use pattern can be studied by 
plotting on a map the location of all establish- 
ments carrying on that activity. Since each 
activity ordinarily has a geographic distribu- 
tion of its own, the general land-use pattern is 
made up of many interwoven overlapping- 
unique specific patterns. Only by sorting out 
the various activities individually can their 
arrangements and relationships be traced.” 


And, everyday activities may be divided 
into external (among establishments) and 
internal (within establishments). By 
categories, external activities include: 
(A) retailing; (B) wholesaling; (C) finan- 
cial and administrative; (D) manufactur- 
ing; (E) governmental; (F) residential; 
(G) educational, recreational and cul- 
tural; and (H) intracity transportation 
use patterns.'5 Thus we have a way out 
from the confusion and ambiguity that 
have long characterized urban land use 
classification; this method will produce 
urban land use maps.!® 


However, a land use map is merely a 
means to an end, rather than an end in 
itself. It is merely a convenient device 
for describing the geographical distribu- 
tion of establishments performing activi- 
ties within a community. And a shift in 
the principle of classification employed in 
classifying land uses within any com- 
munity will result in a shift in these 
patterns of geographical distributions— 
that is, every different principle of classi- 
fication employed in classifying land 
uses within a community will yield 
a different land use map. The most 
useful principle of classification would 
be the one which results in a land use 
map for each community revealing the 
unique internal organization of that com- 
munity by which tts goods, services, and ideas 
are produced, distributed, and consumed. Al- 


14 Ibid. 

18 Ibid. 

18 Ideally, of course, land use maps should be three dimen- 
sional to reflect the three dimensionality of modern land use 
patterns but to produce such maps graphically would involve 
the solution of many technical problems. 
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though the method of classifying urban 
land uses suggested by Fisher and Fisher 
represents a conceptual breakthrough 
and is far superior to those which have 
preceded it, it clings to virtually the 
same broad principle of classification 
which characterizes the ‘‘conventional” 
systems and, consequently, does not 
achieve this desired result. For this 
reason an attempt was made to derive a 
principle of classification which will do 
the job by more closely reflecting the 
modus operandi of urban communities. 

Following is material illustrative of 
this proposed principle of classification— 
a tabulation of primary types of activities 
and, for each, a few types of establish- 
ments which correspond to it. Thus, by 
grouping establishments in accordance 
with this principle of classification, it may 
be possible to produce land use maps 
which will really attain what is usually 
expected of them. 


Primary ACTIVITIES AND TyPEs OF ESTABLISHMENTS 
Wuicu Corresponp TO THEM 


Primary Activity Corresponding Types of Establishments 
Accountant 
Consultant, all types 


Lodge 
Y.M.C.A. 


Advising 
Assembling 
Buyer 


Residence Buyer 


Dry Cleaner 
Laundry 


Broadcasting and Receiving Station 
Newspaper Publishing Establishment 


Architect, all types 
Engineer, all types 


Cocktail Lounge 


Buying 
Cleaning 
Communicating 


Designing and /or 
Drawing 


Dining and /or 
Drinking Restaurant 


Displaying Art Gallery 
Museum 
Dwelling 
Housekeeping Family Unit 
Trailer Camp 
Non-housekeeping Hotel 
Rooming House 
Entertaining (or 
Playing) 
As Spectators Athletic Field 


Motion Picture House 
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As Participants 
Exchanging 
Extracting 
Financing 
Instructing 
Investigating 
Managing 
Packaging 
Printing 
Processing and /or 


Fabricating 


Raising and /or 
Developing 


Repairing and /or 
Maintaining 
People 
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Bowling Alley 
Dance Hall 


Commodity Exchange 
Securities Exchange 
Coal Mining Firm 
Gravel Pit 

Finance Company 
Loan Company 
College 

Vocational School 


Credit Rating Fstablishment 
Private Investigator 


Court House 
Police Station 


Beverage Bottling Plant 
Tea and Spice Packaging 


Book Publishing Establishment 
Printer 


Automobile Assembly Plant 
Tile Manufacturer 


Chicken Hatchery 
Greenhouse 


Dentist 
Physician and Surgeon 


Things 
Researching 


Risk-Bearing 

Servicing 

Selling 
Retail 
Wholesale 


Shipping and 
Receiving 


Storing 
People 


Things 
Storing 
Refuse 


Testing 


Transporting 
Worshipping 


Automobile Repair Firm 
Watch Repair Shop 


Laboratory 
Research Center 


Insurance Company 
Employment Agency 
Translator 


Camera Shop 
Stationery Dealer 


Building Materials Yard 
Produce Dealer 


Airport 
Freight Depot 
Insane Asylum 
Penitentiary 


Bank 
Parking Lots 


Dumping Station 
Refuse Dump 


Assayer 
Chemist 


Railroad Trackage 


Church 
Synagogue 





The Transportation Act of 1958 
By ROBERT W. HARBESON* 


HE Transportation Act of 1958 repre- 

sents the most extensive revision of 
transport regulation since the Transpor- 
tation Act of 1940. While a considerable 
number of measures affecting both rail 
and motor carriers have been enacted 
since the latter date they have in almost 
every instance consisted of amendments 
to, or revisions of, individual sections of 
the Interstate Commerce Act.! The 
1958 law presents some significant 
parallels to the Emergency Transporta- 
tion Act of 1933. To a large extent the 
occasion for both measures was the 
financial distress of the railway industry 
caused by a general decline in the level of 
economic activity superimposed upon un- 
favorable long-run traffic and financial 
trends. Both measures contain tem- 
porary provisions designed to provide 
emergency financial relief for the rail- 
ways as well as permanent amendments 
designed to strengthen their long-run 
financial position. In both measures re- 
vision of the rule of rate making in 
Section 15a of the Interstate Commerce 
Act was an important objective. 


A glance at the financial] condition of 
the railway industry during the period 
immediately preceding enactment of the 
1958 law reveals the need for some sort 
of legislative action. The rate of return 
of Class I railways declined from 3.71 
percent for the twelve months ending in 
June 1957 to 2.57 percent for the twelve 
months ending in June 1958. Net in- 
come after interest and rentals declined 
from $346 million for the first six months 
of 1957 to an estimated $125 million for 


* University of Illinois, Urbana, Illinois. 

1An exception is the extension of the jurisdiction of the 
Interstate Commerce Commission to include freight for- 
warders by the addition of Part IV to the Interstate Com- 
merce Act. 


the corresponding period in 1958. 
Thirty-five Class I railroads—roughly 
one-third of the total number—failed to 
earn interest and rentals in the first six 
months of 1958, of which twenty-one 
were in the Eastern District, six in the 
Southern Region, and eight in the 
Western District. The financial situa- 
tion of the eastern railroads is more 
serious than that of roads in the other 
areas. Whereas the railroads in the 
Southern Region and Western District, 
taken by groups respectively, earned a 
net income after interest and rentals in 
the first six months of 1958, albeit sharply 
reduced by comparison with the corres- 
sponding period of 1957, the railroads in 
the Eastern District, as a group, reported 
a deficit of $27 million as compared with 
a net income of $134 million for the 
corresponding period in 1957. The 
poorer showing of the eastern roads is 
attributable in part to their greater 
sensitivity to declines in industrial pro- 
duction, such as occurred in 1957-58, 
but more fundamentally to higher costs 
of operation, more severe competition 
from other modes of transportation, and 
the fact that they account for the major 
part of the loss on passenger business, 
especially the commutation business. For 
the railroads as a whole the recent de- 
cline in the level of economic activity has 
aggravated the effect of the long-run 
decline in their share of the total freight 
and passenger traffic. Between 1946 
and 1956 the railroads’ share of the total 
intercity freight ton miles (excluding 
coastwise and intercostal shipping) de- 
clined from approximately two-thirds to 
less than one-half and their share of the 
for-hire intercity passenger miles from 
two-thirds to a little over one-third. 
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In an effort to relieve the immediate 
financial difficulties of the railroads the 
1958 law provides for the addition of a 
new Part V to the Interstate Commerce 
Act, the stated purpose of which is to 
assist railroads in acquiring, constructing, 
or maintaining facilities and equipment 
in order to maintain employment and to 
preserve and develop an adequate na- 
tional transportation system. To this 
end the Interstate Commerce Commis- 
sion is authorized, upon terms and condi- 
tions prescribed by it, to guarantee in 
whole or in part the principal and interest 
of loans made by public or private 
agencies to the railroads for the purpose 
of financing or refinancing additions and 
betterments or other capital expenditures 
made after January 1, 1957, or for reim- 
bursing railroads for expenditures from 
their own funds for these purposes, or to 
cover expenditures for the maintenance 
of property. The aggregate principal 
amount of the loans guaranteed may not 
exceed $500 million and the Commis- 
sion’s authority to guarantee loans ex- 
pires on March 31, 1961, except with 
respect to applications pending on that 
date. 


Proposals to permit the guarantee of 
loans made to cover operating expenses 
other than for maintenance, to limit the 
guaranty of loans for maintenance to 50 
percent of the amount charged to main- 
tenance in the preceding year, and to 
make the guarantees available to all 
common carriers subject to economic 
regulation by the Interstate Commerce 
Commission (except deep-sea shipping) 
were omitted from the bill as finally 
passed. The $500 million limit was 
agreed to in place of a Senate proposal to 
establish a $700 million limit and a 
House proposal to omit establishment of 
a limit. 

The loan guaranty authority is sur- 
rounded by a number of safeguards. 
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Thus the Commission may not guarantee 
a loan unless it finds that the carrier 
would otherwise be unable to obtain 
necessary funds on reasonable terms and 
unless it finds that “the prospective earn- 
ing power of the applicant carrier, to- 
gether with the character and value of 
the security pledged, if any, furnish 
reasonable assurance of the applicant’s 
ability to repay the loan within the time 
fixed therefor and reasonable protection 
to the United States.” (Section 504a). 
Likewise loans may not be guaranteed if 
in the Commission’s judgment the rate of 
interest is unreasonably high or if the 
terms of the loan permit full repayment 
more than fifteen years after the date of 
the loan. A statement of the findings of 
the Commission with respect to the 
foregoing matters must be made a 
matter of public record with respect to 
each loan guaranteed. No railroad may 
declare any dividend on its preferred or 
common stock while there is any prin- 
cipal or interest unpaid on any guaran- 
teed loan made for the purpose of financ- 
ing or refinancing expenditures for the 
maintenance of property. The Com- 
mission is authorized to consent to the 
modification of the terms of any guaran- 
teed loan whenever it determines that it 
is equitable to do so. In the event of de- 
fault on a guaranteed loan the Attorney- 
General is directed to take appropriate 
action to recover, with interest, payments 
made under the loan guaranty. 


The Commission is directed to pre- 
scribe and collect, for the benefit of the 
Treasury, a guaranty fee in connection 
with each loan guaranteed in an amount 
no greater than necessary to cover the 
administration of this part of the law. 
It is also authorized to secure expert 
advice and assistance from other agencies 
of government in connection with the 
administration of the loan guaranty pro- 
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visions, with the consent of such 


agencies and on a reimbursable basis. 


Precedents for the loan guaranty device 
may be found in federal legislation relat- 
ing to the merchant marine and feeder 
airlines as well as in other fields. How- 
ever, the difficulty with this device, at 
least so far as the present law is con- 
cerned, is that it attempts to attain ob- 
jectives which are to a_ considerable 
extent contradictory. On the one hand 
the loan guaranty provisions of the 1958 
law are available only to carriers which 
would otherwise be unable to arrange 
financing on reasonable terms; on the 
other hand the safeguards attached indi- 
cate a clear intent that the measure is not 
to be a “giveaway.” It seems reasonable 
to conclude that at least a majority of 
railroads which would otherwise be un- 
able to arrange financing on reasonable 
terms would also be unable to qualify for 
a guarantee under a strict interpretation 
of Section 504a, described above; con- 
versely it seems likely that most roads 
which could meet the latter test 
would be able to borrow without the 
guaranty. Hence, if the safeguards are 
strictly interpreted, the extent of relief 
available may not be great while if they 
are liberally interpreted the guaranty 
program will become a “giveaway” to 
the extent that such interpretation results 
in losses to the government as guarantor. 
The success of the program will therefore 
depend upon the degree to which the 
commission is able to accomplish the 
difficult task of evolving a middle-of-the- 
road approach which will minimize the 
disadvantages of both too strict and too 
liberal interpretation of the loan safe- 
guarding provisions. It may be added 
that, initially at least, the carriers have 
displayed very little interest in the loan 
guaranty provisions of the law. As of 
February 2, 1959, only the New Haven, 
Boston and Maine, New York, Susque- 
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hanna and Western, and Georgia and 
Florida railroads had applied for loan 
guarantees. The application of the New 
York, Susquehanna and Western was 
later withdrawn on the ground that the 
road’s improved financial position made 
the guarantee unnecessary.’ 

Turning next to the permanent 
changes in the Interstate Commerce Act 
made by the 1958 law, which are designed 
to strengthen the long-run financial posi- 
tion of the railway industry, the most 
important, in principle, is the amendment 
to Section 15a, the so-called rule of rate 
making. The amendment consists of the 
addition to this section of the following 
paragraph: 

(3) In a proceeding involving competi- 
tion between carriers of different modes of 
transportation subject to this Act, the Com- 
mission, in determining whether a rate is 
lower than a reasonable minimum rate, 
shall consider the facts and circumstances 
attending the movement of traffic by 
the carrier or carriers to which the rate is 
applicable. Rates of a carrier shall not be 
held up to a particular level to protect the 
traffic of any other mode of transportation, 
giving due consideration to the objectives of 
the national transportation policy declared 
in this Act.” 


This amendment was the result of a long 
and acrimonious debate in the hearings 
both on the present law and on the earlier 
Report of the Presidential Advisory Com- 
mittee on Transport Policy and Organ- 
ization, concerning the desirability of 
permitting more freedom in competitive 
rate making as between different agencies 
of transportation. Railroad representa- 
tives and the Presidential Advisory Com- 
mittee contended that the Commission’s 
powers over rate reductions resulting 

2 Wall Street Journal, October 14, 1958, p. 2, November 5, 
1958, p. 20, December 3, 1958, p. 15, February 2, 1959, p. 6; 
Railway Age, February 16, 1959, p. 7. See also “Guaranteed 
Loans Find Few Takers,” Railway Age, August 18, 1958, 
p. 9; “ICC Member Urges Rails to Seek Federal 
Guarantees for Loans,” Wall Street Journal, October 10, 
1958, p. 20; “Tuggle Chides Roads on U. S. Loans,” 
Railway Age, October 13, 1958, p. 14. 
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from inter-agency competition should be 
limited to preventing non-compensatory 
and unjustly discriminatory rates, while 
representatives of motor and water 
carriers contended that the purpose and 
effect of such a policy would be to permit 
cut-throat competition by the railroads 
to eliminate their competitors. 


The basis of these conflicting view- 
points is to be found in differences in 
certain economic characteristics of the 
competing types of carriers. So long as 
there is unused capacity, railways—be- 
cause of their heavy fixed costs—are able 
to reduce rates considerably below a full 
unit cost basis and still earn a margin 
over out of pocket costs. Under these 
circumstances it is profitable from the 
standpoint of the individual carrier to 
make such reductions, which not only 
increase net revenue but result in fuller 
utilization of plant and consequently 
lower average unit cost. Conversely, 
motor and water carriers, especially the 
former with their relatively smaller fixed 
costs, have little leeway to reduce rates 
below a full unit cost level except per- 
haps on back hauls. Hence the question 
of what constitutes the proper degree of 
freedom in inter-agency rate competition 
becomes a question of the extent to 
which railways should be permitted to 
take advantage of their greater ability to 
reduce rates below a full unit cost basis. 


From an economic standpoint it can 
be stated with confidence that the ex- 
treme positions taken by representatives 
of both the railways and the motor and 
water carriers with respect to this ques- 
tion are unsound, but it is much more 
difficult to say what the policy in this 
matter should be. Since individual 
markets for transportation _ service, 
whether by rail, motor, or a combination 
of both, are oligopolistic in character, 
some type of control over rate making is 
required in the public interest. In the 
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absence of outside control price competi- 
tion in such markets is either restrained 
by the self-interest of the firms concerned, 
resulting in charges above a purely com- 
petitive level or, when it becomes active, 
is likely to take the form of price wars 
characterized by chaotic price instability, 
discrimination, and prices below a purely 
competitive level. Railways would have 
a decided advantage over motor and 
water carriers in rate wars because of the 
economic characteristics just mentioned, 
coupled with greater financial resources 
and a backlog of non-competitive traffic, 
with the result that traffic would be 
diverted to the railways which from a 
long-run standpoint could be handled 
more economically by other carriers. 
Adoption of the railroads’ proposal that 
rate reductions be allowed so long as they 
are compensatory and not unjustly dis- 
criminatory would mitigate but by no 
means correct this situation. Competi- 
tive rate reductions tend to ramify widely 
throughout a rate structure and if a large 
number of rates are depressed to a level 
at or near out of pocket cost revenues 
would fail to yield a normal competitive 
return and traffic would be uneconomi- 
cally diverted even though the individual 
rates in question met the compensatory 
test in every case. 


The position taken by representatives 
of the motor and water carriers is no 


more defensible. Whereas adoption of 
the railroads’ position would permit an 
undesirable kind and degree of price 
competition, adoption of the motor and 
water carrier position would result in the 
nearly complete suppression of price 
competition. To the latter, defensible 
and lasting competition is considered to be 
almost entirely non-price or service com- 
petition; price competition is regarded 
as prima facie “destructive” or “cut- 
throat,” or at least suspect. The policy 
of rate parity between competing forms 
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of transportation which this view implies 
enables the motor carriers to retain the 
full benefit of the inherent service ad- 
vantages which they possess with respect 
to a wide range of competitive traffic 
while denying railways the opportunity 
to make rates which reflect the inherent 
cost advantage which they possess with 
respect to correspondingly large segments 
of competitive traffic and also denying 
shippers the opportunity to balance rate 
and service advantages in choosing a 
carrier. Such a policy is a form of 
umbrella rate making which would result 
in an uneconomical division of traffic in 
violation of a principal objective of the 
Declaration of National Transportation 
Policy. 

Thus the task which confronts the 
Interstate Commerce Commission in 


regulating interagency rate competition 
is to steer a course which avoids both the 


Scylla of rate wars and the Charybdis of 


umbrella rate making. It is a task, 
moreover, for which economists are able 
to suggest few precise rules as policy 
guides, at least so long as the present 
type of rate structure is retained. Where 
the out of pocket cost of the high cost 
carrier is above the fully allocated cost of 
the low cost carrier, recognition of the 
principle that traffic should be distributed 
in accordance with the inherent advan- 
tages of different types of carriers would 
require a rate differential which would 
eliminate the high cost carrier, except to 
the extent that it possessed service ad- 
vantages which outweighed the rate dis- 
advantage to shipper. By far the most 
common situation, however, is one in 
which it is possible for the high cost 
agency to reduce rates to a level below 
the fully allocated cost of the low cost 
agency and still earn a margin above out 
of pocket cost. Where the high cost 
carrier has un-utilized capacity and the 
low cost carrier is fully utilized the out of 
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pocket cost of handling additional traffic 
may be less for the high cost than for the 
low-cost carrier, since the latter would 
have to enlarge its plant and the former 
would not; under these circumstances it 
would be desirable to allow the high cost 
carrier to secure the additional traffic by 
quoting rates which are below its fully 
allocated cost and above its out of pocket 
cost. But in the more usual situation 
where both high and low cost carriers 
have un-utilized capacity the Commission 
faces a more difficult problem in deter- 
mining the extent to which the high cost 
carrier should be permitted to reduce 
rates below its fully allocated cost. The 
decision must necessarily rest upon a 
judgment which involves (1) weighing 
the economic advantage of the particular 
reduction to the high cost carrier against 
the danger of precipitating a wave of 
competitive reductions which might re- 
sult in a general depletion of carrier 
revenues even though the rates considered 
individually were compensatory, and 
(2) weighing the extent to which the 
public policy presumption in favor of 
maintaining inter-agency competition 
should prevail against the economic ad- 
vantage of moving traffic by the agency 
having the lower direct cost, in those 
instances where the direct cost of the high 
cost agency is above the direct cost of the 
low cost agency. 


The exhaustive analysis of Inter- 
state Commerce Commission policies 
with respect to rail-motor rate competi- 
tion recently published by Professor E. W. 
Williams, Jr. concludes that the Com- 
mission, with exceptions, has adopted the 
rate parity policy urged by motor and 
water carrier interests and has conse- 
quently prevented the ra‘lroads from 
establishing rates which reflect their in- 
herent cost advantage with respect to 
important segments of traffic. The 
validity of this conclusion is, of course, 
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stoutly denied by the Commission, as 
well as by motor carrier interests and 
some others. Professor Williams’ com- 
ments are worth noting in this con- 
nection: 


‘“‘With respect to the relationship of rail to 
motor-carrier rates the Commission seemingly 
has been moved by a desire to preserve both 
types of transportation in virtually the whole 
range of service they had come to occupy at 
the time its jurisdiction was broadened. 
Consequently it has given large emphasis to 
the preservation of the opportunity to com- 
pete and to secure a “fair” share of the 
traffic. ... It appears that the Commis- 
sion has not knowingly forced either type of 
carrier out of any segment of the business by 
its exercise of rate regulatory powers. It has 
endeavored, instead, to hold rates within 
margins which permitted both types to con- 
tinue in the business, although one or another 
might face a partial diversion of traffic or be 
compelled to take business at barely com- 
pensatory rates. Even when it has been 
fairly obvious that one type is able to handle 
the particular traffic at materially lower costs 
than the other, it has not permitted this type 
to undercut sufficiently to secure the whole 
traffic. The entire set of principles which the 
Commission has attempted to apply does not 
conduce to this result. .. . In so far as it has 
applied any principles they seem to be most 
often that the average full cost of motor 
carriers, sometimes including allowance for 
return, will fix the minimum level of rates 
over the range of traffic which motor carriers 
choose to handle . . . . The railroads, with 
exceptions, are not generally permitted to 
go below the level thus looked upon with 
approval for motor carriers, even when a 
showing of costs upon any of the accepted 
bases would indicate rail costs below the 
motor-carrier level.’’® 


This policy, says Professor Williams: 


“is consistent with keeping everyone in the 
business. It does not, however, contribute to 
the development of a more economic division 
of the traffic, to coordination of the services, 
or to the development of economy in the 
handling of the available business. And it 


tE. W. Williams, Jr., The Regulation of Rail-Motor Rate 
Competition (New York: Harper and Brothers, 1958), pp. 
210-14. 
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extends great encouragement to the growth 
of private and exempt trucking to the detri- 
ment of all common carriers, although the 
growth of such trucking falls with particular 
severity upon the railroads.’’¢ 


The foregoing summary of the eco- 
nomic aspects of inter-agency rate com- 
petition and of the Commission’s policy 
with respect thereto may throw some light 
on the legislative history of the amend- 
ment to Section 15A and may afford some 
basis for evaluating the significance of 
this amendment. The desirability of 
revising or amending the existing statu- 
tory provisions governing the regulation 
of inter-agency rate competition was first 
considered by a Subcommittee on Sur- 
face Transportation of the Senate Com- 
mittee on Interstate Commerce. This 
Committee rejected the railroads’ pro- 
posal that the Commission’s authority 
over rate reductions resulting from inter- 
agency competition be limited to pre- 
venting non-compensatory and unjustly 
discriminatory rates on the ground that it 
conflicted with the prohibition of unfair 
or destructive competitive practices in 
the Declaration of National Transporta- 
tion Policy. On the other hand, it 
criticized the Commission for not con- 
sistently adhering to the principle of 
allowing each agency of transportation to 
assert its inherent advantages, whether of 
service or of cost. It held that the follow- 
ing statement of the Commission in the 
New Automobiles case of 1945 properly in- 
terpreted the intent of Congress with 
respect to this matter: 


“As Congress enacted separately stated 
ratemaking rules for each transport agency, 
it obviously intended that the rates of each 
such agency should be determined by us in 
each case according to the facts and circum- 
stances attending the movement of the traffic 
by that agency. In other words, there ap- 
pears no warrantfor believing that rail rates, 
for example, should be held up to a particular 


4 Ibid., pp. 214-15. 
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level to preserve a motor-rate structure or 
vice versa.” ® 


The Subcommittee therefore concluded 
that it was: 


“necessary to amend the act only so as, in 
effect, to admonish the Commission to be 
consistent in following the policy enunciated 
in the Automobile case thus assuring reason- 
able freedom in the making of competitive 
rates,”’6 


To this end it recommended that the 
following paragraph be added to Section 
15A: 

“In a proceeding involving competition 
with another mode of transportation, the 
Commission, in determining whether a rail 
rate is lower than a reasonable minimum 
rate, shall consider the facts and circum- 
stances attending the movement of the traffic 
by railroad and not by such other mode.”’” 


The Subcommittee was not unanimous in 
this recommendation, some members 
holding that the proposed amendment 
did not give sufficient freedom for making 
competitive rates. 


Upon consideration of the foregoing 
recommendation of the Subcommittee 
the full membership of the Senate Com- 
mittee on Interstate Commerce decided 
to hold further hearings on the question 
of amending Section 15A. At these 
hearings representatives of the motor and 
water carriers and of the Interstate 
Commerce Commission strongly opposed 
the amendment proposed by the Sub- 
committee on the ground that it would 
open the way to rate wars and hence 
conflicted with the prohibition of un- 
fair or destructive competitive prac- 
tices in the Declaration of National 


*New Automobiles in Interstate Commerce, 259 ICC 475 
(1945), at p. 538. Quoted in Problems of the Railroads, Report 
of the Subcommittee on Surface Transportation of the 
Senate Committee on Interstate and Foreign Commerce, 
85th Congress, 2nd Session (Washington, D. C.: Govern- 
ment Printing Office, 1958), p. 12. Hereafter cited as Sub- 
committee Report. 

* Subcommittee Report, p. 12. 

Wbid., p. 12. 
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Transportation Policy. Chairman 
Howard G. Freas, speaking for the In- 
terstate Commerce Commission, con- 
tended that the phrase “and not by 
such other mode” in the proposed amend- 
ment could be so construed as to permit 
the degree of freedom in rate reduction 
called for in the railroads’ proposal 
despite the explicit rejection of the latter 
by the Subcommittee, and that the re- 
sulting uncertainty concerning the intent 
of the amendment would invite pro- 
longed litigation. He brought out very 
clearly the issues presented by the 
amendment, as follows: 


“We cannot determine from the subcom- 
mittee’s quotation from the Commission’s 
1945 report in New Automobiles in Interstate 
Commerce (259 ICC 475), what would be the 
intended practical effect of the proposed 
amendment upon ratemaking. The real 
questions are (1) whether Congress desires 
to give to the high-cost carrier in every 
competitive rate situation complete discretion 
to establish any rates which cover its out-of- 
pocket costs without regard to its effect upon 
the ability of the low-cost carriers to move the 
particular traffic at rates which cover all of 
their cost, and (2) whether and to what 
extent Congress desires to prohibit the main- 
tenance of minimum rates on high value 
commodities at a level higher than would be 
justified by cost considerations alone. 

“We respectfully submit that these issues 
are too important to both carriers and 
shippers to be left in doubt. If, contrary toour 
recommendation, Congress determines to 
amend the rule of ratemaking in section 15A 
we urge that the intended effect be made 
clear, rather than left to years of litigation, 
which would be bound to result from the 
bill’s uncertainty and from the fact that it 
appears to treat different modes of transpor- 
tation differently.” ® 


A second objection raised by Com- 
missioner Freas was that the amendment 
was so drawn as to be limited to railroads 
whereas to be consistent with the De- 

® Ratemaking Rule—ICC Act, Hearings before the Senate 
Committee on Interstate and Foreign Commerce, 85th 
Congress, 2nd Session, on S, 3778 (Washington, D.C., Gov- 
ernment Printing Office, 1958), pp. 167-68. 
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claration of National Transportation 
Policy it should be made applicable to 
all forms of transportation and to intra- 
agency as well as inter-agency competi- 
tion. Finally, he stated that it was the 
Commission’s view that no amendment 
to Section 15A was required, but that if 
an amendment was believed to be neces- 
sary the following was suggested: 

“In a proceeding involving competition 
between carriers, the Commission, in deter- 
mining whether a proposed rate is lower than 
a reasonable minimum rate, shall consider 
the facts and circumstances attending the 
movement of the traffic. Rates of a carrier 
shall not be held up to a particular level to 
protect the traffic of a less economic carrier, 
giving due consideration to the inherent cost 
and service advantages of the respective 
carriers.”’® 


The full Committee, after hearing the 
foregoing and other testimony, revised 
the proposed amendment to reflect both 
of the objections raised by Commissioner 
Freas. In addition, significantly, it 
added the phrase “giving due considera- 
tion to the objectives of the national 
transportation policy declared in this 
Act,” which motor carrier interests had 
contended should be included, ap- 
parently to insure that the prohibition in 
the policy declaration against unfair or 
destructive competitive practices would 
be construed as a restriction on rate 
reductions. The Committee stated that 
under the revised amendment “the prin- 
cipal emphasis, but not the exclusive 
emphasis, in a competitive ratemaking 
proceeding involving different modes of 
transportation will be on the conditions 
surrounding the movement of the traffic 
by the mode to which the rate applies.” !° 


What is the significance of the amend- 
ment to Section 15A in the light of the 


* Ibid., p. 169. 

10 Transportation Act of 1958, Report of Senate Committee 
on Interstate and Foreign Commerce on S. 3778, 85th 
Congress, 2nd Session, Senate Report No. 1647 (Washington, 
D. C.: Government Printing Office, 1958), pp. 3-4. 
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foregoing review of its legislative history? 
It is difficult both to determine the intent 
underlying the amendment and to predict 
its practical effect. The only purpose 
which the writer can discover in the 
amendment is to direct the Commission, 
in passing upon inter-agency rate rela- 
tionships, to give the carriers somewhat 
more freedom than formerly to make rate 
reductions which reflect cost advantages, 
provided, however, the result is not to 
eliminate so many competitors as to give 
rise to the charge that unfair or destruc- 
tive competitive tactics are being per- 
mitted. This seems to be the implica- 
tion of the statement of the Senate Com- 
mittee, quoted above, to the effect that 
in rate cases involving inter-agency com- 
petition the principal but not exclusive 
emphasis should be on the conditions 
surrounding the movement of traffic by 
the agency to which the rate applies. If 
this interpretation of the legislative intent 
is correct the amendment is open to the 
objection (1) that it is too vague and, to 
some extent, contradictory to beeffective 
and (2) that it is unnecessary in view of 
the Commission’s powers under the 
present law. However, no other result 
could be expected under the circum- 
stances. The amendment represents an 
attempt to prescribe a rule to guide the 
Commission in performing a task which 
can be reduced to rules only to a limited 
extent and with respect to which the 
appropriate role of Congress is limited 
to prescribing only the broad outlines of 
policy. The hearings and committee 
reports indicate that Congress desired to 
lay down a rule which would simul- 
taneously result in a rate structure 
which reflected the inherent advantages 
of each agency of transportation, main- 
tain inter-agency competition in most 
transport markets, and prevent each 
agency’s earnings from falling below a 
normal competitive level. As the analysis 
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of the problem of regulating inter-agency 
rate competition, summarized above, in- 
dicates, these objectives are in varying 
degrees conflicting and the determina- 
tion of inter-agency rate relationships is 
necessarily based upon a judgment con- 
cerning the relative weight which should 
be given to each of these objectives in a 
particular situation. This is clearly a 
task for the Commission rather than for 
Congress. 


In any event, the practical effect of 
the amendment will depend upon the 
interpretation given to it by the Com- 
mission and perhaps ultimately by the 
Courts. It is quite possible that the 
amendment may cause the Commission 
to give greater weight to the advantage 
of permitting rate reductions which 
reflect cost advantages and less weight to 
the advantage of maintaining inter- 
agency competition in each transport 
market. On the other hand, it may be 
pointed out that if the Commission de- 
sired to adopt such a policy it could have 
done so under the existing law and that in 
view of the vagueness of the amendment, 
the uncertainty concerning legislative in- 
tent, and the broad scope of administra- 
tive discretion permitted by the courts it 
could continue its present policies un- 
changed without being open to the charge 
of disobeying its governing statute. At 
least one Commissioner has expressed the 
personal (not official) opinion that it is 
doubtful whether the amendment “repre- 
sents any considerable change in the 
Commission’s powers or requires any 
substantial revision of the Commission’s 
interpretation of its powers,” and that it 
“prohibits the Commission from doing 
only that which it takes the position it 
does not do anyway.”!! The only thing 
that is clear is that we may expect an 


11“New Transportation Act is ‘Long Step in Right 
Direction,’ Hutchinson Says,” Traffic World, August 23, 
1958, p. 26. 
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extended period of uncertainty, and 
probably litigation, concerning the ap- 
plication of the revised Section 15A in 
the area of inter-agency rate regulation. 


Two other provisions of the law deal 
with problems of inter-agency competi- 
tion. One of these is the revision and 
limitation of the so-called agricultural 
exemption in Section 203b. The stated 
purpose of the amendment is to freeze 
the agricultural-commodities exemption 
in accordance with Ruling No. 107 of 
the I.C.C. Bureau of Motor Carriers, 
dated March 19, 1958, with certain 
additions and deletions. The following 
exempted commodities are returned to 
regulation: frozen fruts, frozen berries, 
frozen vegetables, cocoa beans, coffee 
beans, tea, bananas, hemp, wool im- 
ported from any foreign country, wool 
tops and noils, and wool waste which has 
been carded, spun, woven, or knitted. 
Removed from regulation is the trans- 
portation of cooked or uncooked (in- 
cluding breaded) fish or shellfish when 
frozen or fresh, but not including fish and 
shellfish which have been treated for pre- 
serving, such as canned, smoked, pickled, 
spiced, corned, or kippered products. A 
so-called grandfather clause is included, 
whereby carriers which on May 1, 1958 
were engaged in transporting commodi- 
ties which have been returned to regula- 
tion would be entitled, upon applica- 
tion, to certificate or permit allowing 
them to continue the transportation of 
the same commodities within the same 
areas or between the same points. 


The interpretation of the agricultural- 
commodities exemption has given rise to 
administrative difficulties and consider- 
able litigation. The Commission has 
tended to construe the exemption strictly 
whereas the courts have interpreted it in 
such a way as to create a steadily in- 
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creasing list of exempt commodities.’ 
The Commission in its 1957 Annual 
Report pointed out that the resulting un- 
certainty concerning the scope of the ex- 
emption has adversely affected plans of 
regulated carriers for expanding and 
improving service and urged that legis- 
lation be enacted which would demar- 
cate the scope of the exemption as clearly 
as possible.'? The amendment in the 
present law should materially assist in 
attaining this objective and may also 
prove to be of modest benefit to regulated 
carriers by returning certain exempt 
commodities to regulation and by check- 
ing the further extension of exemption by 
administrative or judicial interpretation. 
However, there is one ambiguity in the 
law which might permit further exemp- 
tions. It is provided that the exemption 
shall include property listed as exempt in 
Ruling 107 and shall not include property 
shown as not exempt in that Ruling but 
makes no provision for products not 
listed therein. The Ruling does 
not purport to include a complete list of 
commodities covered by the exemption 
but only a list of commodities the exempt 
or non-exempt status of which had been 
the subject of a court or Commission 
decision together with other commodities 
concerning the status of which the Bureau 
of Motor Carriers was prepared to express 
an opinion. Hence the status of com- 
modities not listed in the Ruling remains 
uncertain, although fortunately the num- 


12 See East Texas Motor Freight Lines v. Frozen Food Express, 
351 U. S. 49 (1956), Home Transfer and Storage Co. v. U. S. 
and I.C.C., 352 U. S. 884 (1956), Frozen Food Express v. U. S., 
355 U. S. 6 (1957). 

18 Interstate Commerce Commission, 71st Annual Report 
(Washington, D. C.: Government Printing Office, 1957), 
pp. 138-39. 

That the latter consideration may become of less 
significance in the immediate future is suggested by the fact 
that the Interstate Commerce Commission has recently 
given conditional approval to a nationwide motor equipment 
interchange agreement which initially included 335 carriers. 
The number of participating carriers was subsequently in- 
creased to over 365. See Traffic World, November 1, 1958, 
pp. 71-72, 
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ber of such commodities is probably 
small. 

The proper scope of the agricultural 
exemption is controversial. The basic 
justification for the exemption is that, 
otherwise, in view of the route limitations 
of railroads and the operating authority 
restrictions of regulated motor carriers, 
there would not be a sufficiently flexible 
and readily available supply of vehicles 
for handling the irregular and seasonal 
movements of agricultural products from 
farms to markets and processing points. 
It is generally agreed, except by some 
railroad representatives, that the fore- 
going consideration provides a strong 
case for the exemption of movements 
from farms to primary markets or to the 
point of first off-the-farm processing or 
storage, i.e., up to the point where the 
commodities enter the channels of com- 
merce. It is the inclusion within the 
exemption of movements beyond those 
mentioned which is controversial. On 
the one hand, it is contended that the 
same considerations which justify ex- 
emption of the initial movements of agri- 
cultural commodities to primary markets 
—the need for flexibility of routing and 
supply of vehicles—also make essential 
the exemption of the subsequent move- 
ments of these commodities. In 
particular, it is said that reliance upon 
regulated motor carriers would not pro- 
vide sufficient flexibility because of the 
limitations imposed upon diversion and 
reconsignment arrangements by reason of 
route and territory restrictions in certifi- 
cates and permits and the limited avail- 
ability of equipment interchange. 


On the other hand, the Commission 
maintains that extending the exemption 
beyond the initial movements to primary 
markets may give competitive advantages 
to commercial interests but with no 
demonstrable benefits to the farmers for 


- whose protection the exemption was 
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originally intended.'¢ There is also 
evidence that in some cases exemption of 
the movements in question has resulted in 
unsound conditions in the trucking of 
agricultural commodities. For example, 
the National Association of Frozen Food 
Packers advocated returning the trans- 
portation of frozen foods to regulation 
on the ground that exemption resulted in 
the disruption of rate structures, dis- 
orderly marketing conditions, and un- 
stable carrier revenues, with the further 
consequence that the supply of vehicles 
for transporting frozen food was inade- 
quate and unreliable.'® Furthermore, 
the impairment of common carrier service 
under these conditions works an especial 
hardship upon small shippers, including 
many farmers, who are dependent upon 
such service. Whether or not there would 
be a balance of advantage in restricting 
the exemption in accordance with the 
channels of commerce principle can not 
be conclusively determined until there is 
undertaken a comprehensive and dis- 
interested study of the need for and 
effects of the exemption in its present 
form. !® 

The other provision of the new law 
which deals with a problem of inter- 
agency competition is that which amends 
the definition of a private carrier by 
adding to Section 203(c) the words: 


“nor shall any person engaged in any other 
business enterprise transport property by 
motor vehicle in interstate or foreign com- 
merce for business purposes unless such 
transportation is within the scope, and in 
furtherance, of a primary business enter- 
prise (other than transportation) of such 
person.” 


14 Interstate Commerce Commission, 70th Annual Re- 
port (Washington, D. C.: Government Printing Office, 
1956), p. 162, 71st Annual Report, of. cit., p. 138. 

18E, W. Smykay, “An Appraisal of the Economies of 
Scale in the Motor Carrier Industry,”” Land Economics, May, 
1958, p. 148. 

16 For a good analysis favorable to the present exemption 
see C. H. Fulda, “Competition vs, Regulation: The Agri- 
cultural Exemption in the Motor Carrier Act,”” Vanderbilt 
Law Review, March 1958, p. 543. 
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The purpose of this amendment is to 
eliminate various subterfuges whereby 
de facto transportation for hire is carried 
on under the guise of private carriage. 
The most common subterfuge is the so- 
called buy-and-sell method of operation 
under which bills of sale and other 
documents are issued to make it appear 
that commodities being transported 
are those of the vehicle owner when in 
fact the transaction is a device to carry on 
transportation for hire without securing 
a certificate or permit. Another device 
is the back-hand method of operation 
employed by firms which use their own 
trucks to deliver goods which they manu- 
facture, under which merchandise is pur- 
chased at or near the point of delivery for 
transportation back to a point near their 
own terminal for sale to others, such trans- 
portation being undertaken solely for the 
purpose of receiving compensation for 
otherwise empty return movement of 
their trucks. 


The Commission has expressed con- 
cern with regard to the rapid growth of 
these practices— which deplete the reve- 
nues of regulated carriers and result in 
discrimination among shippers, and 
which avoided payment of the freight 
transportation excise tax when it was in 
effect. An effort was made to cope with 
this problem by Public Law 85-163, 
approved August 22, 1957, which pro- 
hibited (except as otherwise specifically 
provided) any for-hire transportation by 
motor vehicles in interstate or foreign 
commerce without a certificate or permit 
authorizing such transportation. How- 
ever, it was felt that the present amend- 
ment was necessary to eliminate any 
loopholes which might remain. The 
amendment writes into the law the 
primary business test of private carriage 
upheld by the Supreme Court in the 
Brooks Transportation Company case.'" This 


17 Brooks Transportation Co. v. U. S., 340 U. S. 925 (1951). 
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test has been supported by repre- 
sentatives of private carriers andit seems 
unlikely that the amendment will inter- 
fere with bona fide private carriage. 

The two remaining provisions of the 
law deal with problems of federal-state 
relationships in the regulation of trans- 
portation. One of these provisions 
amends Section 13(4), which authorizes 
the Interstate Commerce Commission to 
alter intrastate rates which result in unjust 
discrimination against interstate com- 
merce. Three changes are made in this 
section. The first adds language de- 
signed to remove doubts raised by the 
courts as to whether a finding by the 
Commission that the rates under com- 
plaint result in undue burdens upon 
interstate commerce is sufficient to sup- 
port a finding of unjust discrimination 
within the meaning of this section. The 
second change provides that the Com- 
mission may establish a finding of unjust 
discrimination against interstate com- 
merce ‘‘without a separation of interstate 
and intrastate property, revenues, and 
expenses and without considering in 
totality the operations or results thereof 
of any carrier, or group or groups of 
carriers wholly within any state.” This 
amendment was designed to overrule two 
Supreme Court decisions handed down 
early in 1958 which held that a particular 
intrastate rate or set of rates could not be 
found to result in unjust discrimination 
against interstate commerce without tak- 
ing into account the financial results of 
the entire intrastate operations, freight 
and passenger, of the carrier concerned. !® 
The result of these decisions, had they 
been allowed to stand, might have been a 
very serious reduction in the effective- 
ness of this section of the law. The final 
change is designed to expedite proceed- 
ings under this section. At present it is 

18C, M. St. P. and P. R. R. Co. v. State of Illinois, 355 U. S. 


300 (1958), Public Service Com. of Utah v. U. S., 356 U. S. 
421 (1958). 
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the general practice of the carriers to 
await final action by state authorities 
before filing a petition with the Interstate 
Commerce Commission, and this prac- 
tice has been encouraged by the latter 
as part of a policy of comity in relations 
with state authorities. The result, how- 
ever, has frequently been burdensome 
delays for the carriers. Hence, the 
amendment provides that in cases arising 
under this section the Commission “shall 
forthwith institute an investigation” re- 
gardless of whether the matter has been 
considered by, or is pending before, any 
state agency or authority, “‘and shall give 
special expedition to the hearing and de- 
cision therein.” The foregoing changes 
should materially enhance the effective- 
ness of this section of the law. 


A final provision of the law adds a 
new Section 13a to the Interstate Com- 
merce Act, granting the Commission jur- 
isdiction in the field of discontinuance or 
change of rail services and facilities sim- 
ilar to the jurisdiction which it already 
had over intrastate rates under Section 
13. Prior to the amendment the Com- 
mission had jurisdiction over the com- 
plete abandonment of a “line of railroad” 
and over the supply of freight train ser- 
vice and facilities but no jurisdiction over 
passenger train service. ‘The amend- 
ment in question closes this gap in the 
Commission’s authority. The provi- 
sions applicable in the case of trains or 
ferries which cross state lines differ from 
those which apply to trains or ferries op- 
erating wholly within the borders of a 
state. 


Any carrier whose rights with respect 
to the discontinuance or change, in whole 
or in part, of the operation or service of 
any train or ferry operating across state 
lines are subject to the provisions of any 
state constitution or statute or to the or- 
ders of any state regulatory authority is 
permitted, but not required, to invoke 
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the jurisdiction of the Interstate Com- 
merce Commission upon filing with it 
30 days’ notice of the proposed discon- 
tinuance or change. Similar notice must 
also be given to the governors of the states 
concerned and to the public. The car- 
rier may then proceed with the contem- 
plated action unless otherwise ordered 
by the Commission, regardless of any 
state statutory or constitutional require- 
ment or of any order of, or pendency of 
proceedings before, any court or state 
authority to the contrary. During the 
30-day period of notice the Commission 
is authorized upon complaint or upon its 
own motion to institute an investigation 
of the proposed action. If such an in- 
vestigation is instituted the Commission 
may, by order served at least 10 days 
prior to the date on which the discon- 
tinuance or change would have become 
effective, require the continued operation 
or service of the train or ferry pending 
hearing and decision for a period of not 
to exceed four months beyond the pro- 
posed effective date of the discontinuance 
or change. If the Commission finds in its 
investigation that the operation or service 
in question is required by public conven- 
ience and necessity and will not unduly 
burden interstate or foreign commerce 
it may require the operation or service of 
the train or ferry to be continued or re- 
stored, in whole or in part, for a period 
of not to exceed one year from the date 
of its order. At the end of this period 
state jurisdiction, if any, is restored un- 
less the foregoing procedure is again re- 
voked. 


Where a carrier wishes to discontinue 
or change, in whole or in part, the oper- 
ation or service of a wholly intrastate 
train or ferry and is prevented from do- 
ing so by a state constitutional or statu- 
tory provision or by an order of a state 
regulatory authority or by the failure of 
a state regulatory authority to act upon 
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its petition within 120 days, a petition 
for authority to effect the discontinuance 
or change may be filed with the Interstate 
Commerce Commission. The Commis- 
sion may grant such authority only after 
a full hearing and upon a finding that the 
discontinuance or change is consistent 
with future public convenience and nec- 
essity and is required in order to avoid an 
unjust and undue burden upon interstate 
commerce. The Commission is required 
to give the governor of the state where 
the train or ferry concerned is operated 
30-days’ notice of the hearing and to 
hold the latter within that state. The 
Commission is authorized to avail itself 
of the services, records, and facilities of 
state authorities in connection with these 
proceedings. 


A proposal to give the Commission au- 
thority over the abandonment of rail- 
road stations, depots, and other facili- 
ties was not included in the bill as finally 
passed. 


The occasion for the foregoing amend- 
ment was concern with regard to the 
railroad passenger service deficit and the 
belief that the action of state authorities 
in refusing or delaying permission to drop 
unprofitable passenger trains, was re- 
sponsible for a substantial portion of that 


deficit. A minority of the House Com- 
mittee on Interstate and Foreign Com- 
merce questioned both the propriety of 
federal intervention in this matter and 
the importance of the relief which might 
be expected on the basis of the amend- 
ment in question. They called atten- 
tion to data collected by a committee of 
the National Association of Railroad and 
Utilities Commissioners showing that 
over the period 1951-56 state commissions 
had approved 1274 passenger train dis- 
continuances and had denied 197 and 
that over the same period they had ap- 
proved 2466 railroad station agency dis- 
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continuances and had denied 372.!° 
Nevertheless, it was admitted that the 
policy of some states has been unduly re- 
strictive with respect to this matter and 
railroad representatives attach consider- 
able importance to this section of the new 
law. It has already been invoked and is 
the first section of the new law to be tested 
in the courts. The Board of Public Util- 
ity Commissioners of New Jersey secured 
an injunction against an order of the 
Interstate Commerce Commission per- 
mitting discontinuance of the Hudson 
River ferry services of the New York Cen- 
tral, Erie, and New York, Susquehanna 
and Western railroads pending a deter- 
mination of the constitutionality of the 
provision of the new law authorizing the 
Commission’s action.?® A _ three-judge 
federal Court in Newark, New Jersey 
permitted the Erie and Susquehanna to 
discontinue their ferry operation after 
December 12, 1958 but ruled that the 
New York Central must continue its 
ferry operation pending the outcome of 
an appeal by the Board of Public Utility 
Commissioners of New Jersey to the 
United States Sypreme Court. On 
March 2, 1959 the Supreme Court af- 
firmed the decision of the lower court, 
thereby permitting the New York Central 
to drop the service without again going 
before the I. C. C.7! 

What conclusions may be reached con- 
cerning the over-all significance of the 
Transportation Act of 1958 on the basis 
of the foregoing review of its individual 


19 Transportation Act of 1958, Report of the Committee on 
Interstate and Foreign Commerce on H. R. 12832, House 
Report No. 1922, 85th Congress, 2nd Session (Washington, 
D. C.: Government Printing Office, 1958), pp. 20-24. 

20°Transportation Act Under Attack,” Railway Age, 
September 8, 1958, p. 9. See also Railway Age, September 
22, 1958, p. 10. The first’case involving the use of this 
section in connection with passenger trains is the applica- 
tion of the Great Northern Railroad to drop certain branch- 
line trains operating between Williston, North Dakota, and 
points in North Dakota and Montana. See Railway Age, 
September 29, 1958, p. 52. 

21 Wall Street Journal, December 5, 1958, p. 5, March 3, 
1959, p. 3. 
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provisions? Apart from the loan guar- 
anty and Section15A provisions, the sig- 
nificance of which is uncertain, it is the 
writer’s view that the changes made by 
the new law will be of substantial bene- 
fit both from a public point of view and 
from the standpoint of the railroads and 
regulated motor carriers. Moreover, 
this is but one of no less than thirty-two 
bills relating to transportation which 
were passed by the 85th Congress, in- 
cluding such important measures as the 
repeal of the federal excise tax upon the 
transportation of property and the cre- 
ation of a new Federal Aviation Agency. 
These measures reflect an unusual Con- 
gressional concern with the problems of 
the transportation industries, especially 
the railroads, and their total impact 
promises on the whole, to be impor- 
tant and beneficial. It should be added 
that the railroads also benefited very 
materially from the failure of Congress to 
enact a bill calling for increases in em- 
ployee benefits under the Railroad Re- 
tirement and Unemployment Insurance 
Acts, the estimated additional cost of 
which to the carriers would have been 
$185 million annually. However, a sim- 
ilar bill has been introduced in the 
86th Congress and the chances of again 
forestalling passage are problematical. 


On the other hand, the transportation 
legislation of the 85th Congress, while 
substantially strengthening regulation 
and the economic position of the rail 
and motor carrier industries, suffers from 
the fact that it represents a piecemeal ap- 
proach and that it deals inadequately or 
not at all with some fundamental problems 
of the transportation industries. Perhaps 
in recognition of these weaknesses, and 
at the suggestion of the Senate Committee 
on Interstate Commerce, there was passed 
Senate Resolution 303 which calls 
for the creation of a committee of quali- 
fied experts to investigate and make 
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recommendations regarding certain long- 
range policy matters in the field of trans- 
portation. The committee is directed to 
‘investigate the following matters: (1) the 
kind and amount of transportation reg- 
ulation needed under present-day con- 
ditions; (2) subsidy policies and the de- 
sirability of a system of user charges to 
be assessed against users of publicly pro- 
vided transportation facilities; (3) the 
ownership of one form of transportation 
by another; (4) federal policy regarding 
large-scale mergers and consolidations in 
the railway industry; (5) policy concern- 
ing the kind and amount of railway pas- 
senger service necessary to serve the pub- 
lic and provide for the national defense; 
(6) problems arising from Interstate 
Commerce Commission actions with re- 
gard to the long-and short-haul clause; 
(7) “additional matters of federal regu- 
lation (and exemption therefrom) and 
federal promotional policies in regard to 
the various forms of transportation.” 


Whether the investigations contem- 
plated will prove fruitful depends, of 
course, upon the caliber of the investi- 
gating committee and staff and upon the 
time and financial support allocated to 
the project. However, at best it will be 
difficult for the committee to break much 
fresh ground in view of the extensive in- 
vestigations of the matters mentioned 
which have been made by academic econ- 
omists and government agencies in re- 
cent years. In any event, it is essential 
that there be unified reconsideration by 
Congress of the whole area of transporta- 
tion regulation and promotional policy, 
looking toward the enactment of a com- 
prehensive measure comparable to the 
Transportation Act of 1920 but of even 
wider scope. 


22 Authority under Senate Resolution 303 expired at the 


close of the 85th Congress. It was replaced in the 86th 
Congress by Senate Resolution 29, which contains almost 
identical language and calls fora report by January 31, 1966. 
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It may be noted in passing that one 
important matter not mentioned among 
the subjects of investigation under Sen- 
ate Resolution 303 is the taxation of 
transportation agencies and particularly 
the matter of inequalities of tax burdens 
as among the various agencies. There 
has been no comprehensive investigation 
along this line since the Carrier Taxation 
study of the Board of Investigation and 
Research, published in 1944. A con- 
spicuous illustration of tax inequality as 
among transportation agencies is to be 
found in the imposition of payroll taxes 
upon railroads under the Railroad Re- 
tirement and Unemployment Insurance 
Acts which are heavier than those paid 
by other transportation agencies under 
the Social Security Act—an inequality 
which will become greater if the legisla- 
lation referred to above, which failed to 
pass in the last Congress, should be en- 
acted. Likewise there are strong argu- 
ments for repealing the federal excise 
tax on passenger transportation, even 
though the financial benefit to the car- 
riers probably would be small as com- 
pared with that resulting from the re- 
peal of the excise tax on freight trans- 
portation. Certain proposals for tax 
relief advanced by the railroads during 
the last Congress require further 
study in connection with the con- 
sideration of over-all tax policy. These 
include a proposal for the establish- 
ment of tax-deferred construction re- 
serve funds similar to those provided 
under the Merchant Marine Act of 1936 
and certain proposals which would have 
the effect of increasing the railroads’ per- 
missible depreciation allowances. 


Finally, it should be emphasized that 
an efficient and financially healthy tran- 
portation system cannot be achieved by 
regulatory changes alone but will require 
increased effort by carrier managements 
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to effect economies in organization and 
operation—a task which also requires 
the cooperation of transportation labor, 
increased attention to the improvement 
of service and the selling of service, and 
revision of rate structures in accordance 


171 


It need only be said here that while the 
Transportation Act of 1958 and the other 
transportation legislation of the 85th 
Congress promise to contribute signifi- 
cantly toward achieving the goals of 
more effective regulation and an econom- 


ically stronger transportation system, 
much larger tasks await carrier man- 
agements, transportation labor organi- 
zations, regulatory agencies, and Con- 
gress in the immediate future. 


with the implications of pervasive inter- 
agency competition. A discussion of 
specific steps which need to be taken in 
order to achieve the foregoing objectives 
is beyond the scope of the present paper. 


eee 


‘“‘Land Tenure Industrialization and Social Sta- 
bility: Experience and Prospects in Asia.’’ This 
is the title of a conference to be held at Marquette University, 
Milwaukee, Wisconsin, September 25-27, 1959. The purpose 
of the conference is to survey the effects of recent land tenure 
changes or the absence of such changes in Asian countries on 
the distribution of income and wealth and hence directly or 


indirectly on the methods and organization of agricultural 
production, the capacity of capital formation, and the degree 
of popular acceptance of the existing social and political orders. 
Lectures by experts and panel discussions will characterize 
Countries to be covered include China, 
Korea, Japan, India, Indonesia, Viet Nam and the Philip- 
pines. 


the conference. 


Information on advance registration and related informa- 
tion is available from Arrangements Committee, Institute for 
Asian Studies, Marquette University, Milwaukee 3, Wis- 
consin. 
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A Proposed International Hydroelectric Development 
Project in Central America: Lake Guija 


‘THE world over, large multi-purpose inter- 
national water development projects are 
being proposed to help economic develop- 
ment and to secure maximum benefits from 
water resources as the world approaches its 
water frontier. In most cases, political 
rivalry between states having common in- 
terest in water resources and, in some cases, 
domestic political considerations make a 
decision to cooperate difficult to reach. Small 
as it is, the Lake Giiija scheme shows some of 
these same characteristics and, on a much 
reduced scale, presents another instance of 
the difficulties inherent in international 
hydro-economic development. 


As laid down in the 1938 frontier agree- 
ment, the boundary-line divides Lake Giiija 
so as to place about seven-tenths of its area in 
Salvadoran territory and about three-tenths 
under Guatemalan control.! The area of 
the lake is 42 square kilometers (16.2 square 
miles); the altitude of the lake’s normal 
average level fluctuates between about 426 
and 430 meters (1397-1410 feet) above mean 
sea-level. The drainage basin of the lake is 
2560 square kilometers; of this, 2050 square 
kilometers are in Guatemala. The boundary 
rivers, Ostia and Cusmapa, are the lake’s 
principal feeders. The waters egress through 
the eight-kilometers long Desagiie, a tribu- 


1 Text of the boundary agreement, signed April 9, 1938, in 
Informe de la Comisié6n Mixta de Limites relativo al trazo de la 
Srontera entre El Salvador y Guatemala y rendido a los respectivos 
Gobiernos por los delegados . . . el 31 de Octubre 1940 (Guatemala, 
May 1942), pp. 71-79; and in, El Salvador, Ministerio de 
Relaciones Exteriores, Tratados, Convenciones y Acuerdos 
internacionales vigentes en El Salvador, Volume 2, p. 945 (San 
Salvador, 1938). From the north the boundary-line reaches 
the lake by following Rio Osta downstream to its mouth 
by the river’s median line; then follows southward the 
western shore of the peninsula which juts from north to south 
into the lake; then traverses the lake in a straight line to the 
northernmost point of the peninsula called Tipa Afuera; 
then follows the eastern shore of that peninsula to the mouth 
of the Cuxmapa River, which it then follows upstream by its 
median line (Art. 1). 

2 Comisi6n Ejecutiva Hidroeléctrica del Rio Lempa, El 
Lago de Gitija; Historia y consideraciones técnicas del aprove- 
chamiento internacional de sus aguas (San Salvador, 1958), p. 7. 


tary of the important Rio Lempa. Both these 
rivers are entirely in Salvadoran territory and 
E] Salvador thus controls the natural outlet 
of the lake. There is a natural “‘head” of 
about 45 meters (148 feet) from the lake’s 
normal level to the Desagiie.? 

Initial interest in common management of 
the lake came from the Guatemalan Govern- 
ment in 1939. Guatemala was then con- 
cerned over the inadequacy of the Desagiie to 
properly drain the lake during the rainy 
season and over the regular annual flooding 
of Guatemalan and Salvadoran shore areas. 
Some 120 million cubic meters of water 
accumulate in the lake as a result of copious 
winter rains, raising the lake’s level by some 
three meters at least. Despite a technical 
survey that same year—it was found feasible 
suitably to enlarge the draining capacity of 
the Desagiie—nothing further materialized. 

Renewed interest in the lake resulted from 
Salvadoran desire to improve hydroelectric 
production in the Rio Lempa basin in con- 
junction with the World-Bank-financed 
“Cinco de Noviembre” scheme at El 
Guayabo downstream. To gain maximum 
results at the Guayabo installation, Salva- 
dorans wished to regulate the supplies flowing 
out of LakeGiiija. Later they becameeager to 
supplement the “Cinco de Noviembre” plant 
with two plants on the Desagiie, which could 
—according to the Lempa River Commission 
(Comisién Ejecutiva Hidroeléctrica del Rio 
Lempa, a Salvadoran government agency)— 
produce another 45,000 kilowatts without 
decreasing the “head” downstream, where the 
“Cinco de Noviembre” plant ultimately may 
yield 75,000 kilowatts. This later elabora- 


*Comisi6n Ejecutiva Hidroeléctrica del Rfo Lempa, 
Obras y Proyectos (San Salvador, no date [1957?]), passim; 
International Bank for Reconstruction and Development, 
The World Bank in Latin America (Washington, October 1958), 
pp. 30-31; The New York Times, November 4, December 10, 
1956, and March 10, April 21, June 2, August 25, 1957. A 
further World Bank loan to El Salvador was announced in 
February 1959. It is to make possible expansion of generat- 
ing capacity at El Guayabo to 60,000 kilowatts from the 
present 45,000. 
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tion will have no negative effects downstream 
but requires a slight elevation of the level of 
the lake* and the consequent flooding ofsome 
riparians properties in both El Salvador and 
Guatemala; restriction of water utilization in 
the Guatemalan and Salvadoran parts of the 
Giiija basin; and certain joint measures de- 
signed to prevent formation of swamps along 
the new shore-line of the lake. Thus, unlike 
the earlier flood-control scheme, the hydro- 
electric utilization of the lake definitely re- 
quires international cooperation. 


In August 1953 the Lempa River Commis- 
sion began construction of regulatory works 
on the Desagiie as part of the overall Rio 
Lempa project. These works, completed in 
1957, utilize the lake as a storage basin for 
the winter surplus water, which can, by 
being released during the drier months, 
maintain a constant supply for the Guayabo 
plant, prevent floods on the Lempa, and 
reduce the danger of flooding areas riparian 
to Lake Giiija. 


The Guatemalan Government, then 
headed by Jacobo Arbenz, had in June 1952 
indicated that it had no objection to the 
regulatory works which El Salvador was 
planning to erect. It was not until October 
1955 that, at a meeting of Guatemala’s 
President Castillo Armas (Arbenz had been 
ousted in June 1954) and El Salvador’s 
President Osorio, the Guatemalan Govern- 
ment was officially apprised of the proposed 
hydroelectric phase of the Giiija project. 
The two states agreed to the formation of 
a mixed technical commission to under- 
take a study of the feasibility of the hydro- 
electric project and of the effects it would 
have on the riparian areas. By executive 
agreement of the two governments such 
a commission was appointed in April 1956, 
consisting of six members—two technicians 
and one diplomat from each state. In 
October 1956 President Castillo Armas and 
the New Salvadoran President, Lieutenant- 
Colonel José Maria Lemus, approved the 
commission’s report and instructed the com- 
mission to proceed with the drafting of a 
treaty along the lines of certain points of 
reference which it had been given. 





«The present height of the dam is 432 meters above sea- 
level. It can store 550 million cubic meters of water. The 
dam is built so that it may be further heightened to 436 
meters above sea-level, at which time it may store some 770 
million cubic meters of water. 


The resulting text was signed April 15, 
1957.° Its eight articles and two transitory 
clauses seek to define the legal framework 
within which international cooperation on a 
hydroelectric project would take place. 
According to the“treaty, development of the 
lake may be undertaken by either side in its 
own territory provided that the fluctuations 
of water level resulting from new installations 
not exceed 436 meters or fall below 414 
meters above sea level. The state using Lake 
Giiija waters for hydroelectric production is 
to provide the other state with 5000 kilowatts 
of electric power at the price at which power is 
sold in the producing state’s boundary region. 
After ten years the amount of energy re- 
quired to be delivered is to be that requested 
by the receiving state, though not in excess of 
5000 kilowatts. The two governments will 
cooperate to prevent swamp formation and 
other health hazards but these operations are 
to be paid for by the water-utilizing govern- 
ment. 

Insofar as private riparian rights are 
affected or prejudiced (e.g., flooding) in the 
territory of the other state by works erected 
or measures taken in the water-utilizing state, 
the latter is to pay compensation to the 
former. The territorial state (i.e., the state in 
the territory of which the damages or 
prejudices have effect) is to expropriate 
the riparian lands affected in accordance 
with its own legislation, thereafter devoting 
the expropriated lands exclusively to “works 
of protective afforestation” and to other con- 
servationist purposes enhancing the hydro- 
logical condition of the lake. Thus nothing 
may thereafter be done in the expropriated 
riparian areas which would tend to prejudice 
the utilization of the lake’s waters. The 
actual amountof compensation is to be agreed 
upon by the two governments; it is to cover 
at least the amount paid out in the expropria- 
tion process by the territorial government as 
well as future claims. Disagreement on the 
amount or manner of payment is to be sub- 
mitted to an arbitration tribunal consisting 
of one representative of the riparian owners 
in the territorial state, one representative of 
the state or of the agency carrying out the 
works, and “a third, who shall be a Central 
American by nationality and origin, but 
neither Guatemalan nor Salvadoran.” 


5 Tratado entre las Republicas de Guatemala y de El Salvador 
para el aprovechamiento de las aguas de Lago de Giija (mimeo- 
graphed text, courtesy of the Embassy of Guatemala, 
Washington, D. C.); also in of. cit. supra, note 2. 
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Each of the two states agreed to undertake 
in its territory measures designed to improve 
the flow of the headwaters and to prevent 
by all possible means any new utilization 
from significantly diminishing the waters 
reaching the lake.* The water-utilizing state, 
in addition, agreed to affix buoys to frontier 
markers submerged by the rising water level 
so as not to decrease the visibility of the 
boundary-line.’ 


A mixed commission, of no more than 
three representatives from each state, is 
charged with the execution of the agreement. 
It will function permanently, the two chiefs 
of delegations remaining in contact between 
sessions. ‘The commissioners are given the 
right to travel freely in either country and to 
gather necessary information. 


For four years from the date on which 
utilization of the water begins, maximum 
level of the lake is not to exceed 432 meters. 
Compensation for the effects of flooding re- 
sulting from a level between 432 and the 
maximum of 436 meters is to be paid out only 
at such time as the further flooding takes 
place. 


The mutuality phrasing of the agreement 
was, of course, a diplomatic device. It was 
clear that El Salvador is to be, under the 
treaty, the water-utilizing state. This was 
specifically recognized in the second transi- 
tional clause. It stated that, inasmuch as 
El Salvador had begun works enabling it to 
make hydroelectric use of the lake’s waters, 
El Salvador would make available to Guate- 
mala the required electric power at the same 
price as that charged for electric power at 
Matapaén no later than March 15, 1960. 


The treaty was ratified by El Salvador two 
days after its signature but ran into difficulties 
in the External Relations Committee of the 
Guatemalan Congress. The committee’s 
chairman, the Executive Director of the 
Lempa River Commission, and a high 
Salvadoran official met in Guatemala City 
in September 1957 and as a result of these 
discussions three amendments were made to 


¢ Under the frontier agreement of 1938 (Art. 2), each of 
the two states has the right to make use of up to half the 
flow of boundary streams for agricultural or industrial 
purposes. 

1 This appears to refer primarily to markers at the respec- 
tive tips of the two peninsulas mentioned in note 1 supra. 


the signed but only partially ratified treaty.® 

Two of the three changes represented 
Salvadoran concessions. The article pro- 
hibiting increased utilization was deferred 
for five years after ratification, thus giving 
Guatemalan riparians on the lake’s tribu- 
taries an opportunity to increase water 
utilization before the legal “freeze” takes 
effect. In the earlier version the treaty was 
of indefinite duration but now its life was 
set at thirty-five years, automatically extend- 
able by ten-year periods unless one-year 
notice of denunciation is given by either side. 
E] Salvador thus assumed the risk that its in- 
vestment in the project, which the Lempa 
River Commission estimates will total several 
hundred million coléns, may be largely lost 
after 35 years. 

The Guatemalan concession was pro- 
cedural only, resulting from Guatemalan 
hesitation about signing the treaty. No fixed 
date was set for the beginning of Salvadoran 
power deliveries; instead it was provided 
that Salvador would begin to make power 
available to Guatemala “‘no later than three 
years from the date of the exchange of the 
instruments of ratification.” 

These changes, however, have not yet re- 
sulted in Guatemalan ratification. President 
Castillo Armas had been murdered in June 
1957. A bitter political campaign preceded 
elections in October 1957 but a few days after 
the elections the incumbent was displaced by 
a military junta before the newly-elected 
president could take office. In March 1958, 
the present elected President, General Miguel 
Ydigoras Fuentes, took office; he has indi- 
cated that he favors further study of the Lake 
Giiija project, thus implying that his country 
did not necessarily feel itself bound by the 
treaty and the additional protocol it had 
signed in 1957 but not ratified. 

During the electoral campaign which enced 
in October 1957 the Lake Giiija project be- 
came a partisan issue in Guatemala. Both 
the late Castillo Armas and his immediate 
successor, Gonzales, were bitterly attacked, 
largely by leftist sympathizers of the Arbenz 
régime, for their favorable stand on the 
matter. Criticism of the project centered on 
these points: that valuable Guatemalan terri- 


8 Protocol Adicional al Tratado entre la Republicas de Guatemala 
y de El Salvador para el Aprovechamiento de las Aguas del Lago de 
Garja (“‘thermofaxed” copy courtesy of Embassy of Guate- 
mala, Washington, D. C.); also in op. ct. supra note 2. The 
protocol was signed September 20, 1957, in Guatemala City; 
neither side has yet ratified it. 
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tory would be flooded; that Guatemala would 
be deprived of water resources; that the 
amount of electricity specified to be furnished 
by El Salvador was too small, and the price 
for it too high. An analysis of these argu- 
ments generally favors the treaty as signed 
in 1957. 

The flooding of riparian areas will affect 
both countries approximately to the same 
degree if the water level is raised to 436 
meters. At the first stage—involving raising 
the waters from the normal maximum of 430 
meters to 432 meters—1.9 square kilometer of 
Guatemalan, and 2.6 square kilometers of 
Salvadoran territory will be submerged. At 
the second stage—up from 432 meters to 436 
meters—6.1 square kilometers of Guate- 
malan and 5.4 squarekilometers of Salvadoran 
soil will be flooded. The totals for each 
country thus are eight square kilometers. 
These figures, of Salvadoran origin, may be 
somewhat biased. The average level of the 
lake, it will be recalled, varies from about 426 
meters to 430 meters. While no definite in- 
formation is available to the writer, it 
appears from maps (including a 1:5000 map) 
examined that the slope of some of the 
riparian areas is such that, in the level 
bracket between, say, 428 and 430 meters, 
more Guatemalan territory is affected than 
Salvadoran. However, this band of Guate- 
malan shore is in any event the object of 
frequent yearly flooding and its economic 
value therefore probably no more than 
marginal; a fortiori, the same would be true 
for areas lying below 428 meters elevation. 
Furthermore, none of the immediate riparian 
areas are known to have any inherent 
economic value; no inhabited or built-up 
areas are affected. 

That the treaty would limit Guatemalan 
(and Salvadoran) utilization of headwaters of 
the lake is, of course, true. It is debatable, 
however, whether, even with this situation, 
Guatemala need hesitate to enter into the 
agreement. The use made of these waters in 
the past appears to have been quite modest. 
With the newer version of the text, a five-year 
period would follow ratification during which 
new irrigation appropriations can be made 
by Guatemalans and Hondurans. After such 
a five-year period it is unlikely that much 
additional demand for irrigation water 
would arise. 

An omission in the treaty regarding priority 
for municipal and sanitary uses may be un- 
fortunate. According to the sparse informa- 


tion available to the writer, it appears that the 
Guatemalan areas immediately (i.e., say, in a 
ten-mile radius) northwest and west of the 
lake generally have less water resources than 
the Salvadoran areas to the east. If the Giiija 
development and its electricity should bring 
industry and, with it, additional population 
to the Guatemalan areas of the Giiija area, 
water for municipal and sanitary purposes 
may be inadequate. Municipal and sanitary 
water utilization has, in many international 
water utilization agreements, received priority 
over other uses. 


The amount of electricity—5000 kilowatts 
—which El Salvador would undertake to 
provide is about one-third of the power which 
initially will be produced on the Desagiie 
and about one-ninth of what ultimately may 
be the yield. According to Salvadoran 
figures, the obligation to deliver this power 
will involve Salvadoran investment of $2.5 
million in machinery installation alone not 
counting the cost of the transmission line 
bringing the power to the border for delivery. 
Five thousand kilowatts may be measured 
against the power requirements of the nearby 
Salvadoran city of Santa Ana (of some 
100,000 population) which demands about 
4,200 kilowatts. Jutiapa, the only major 
Guatemalan center in the Lake Giiija area, 
has under 15,000 inhabitants. The Guate- 
malan areas in the Lake Giiija region are 
only lightly populated and as yet little de- 
veloped. According to the treaty, Guatemala 
would pay for this power at rates current at 
Matapan. Since Guatemala is not investing 
money in the Giiija project, only supplying 
unappropriated waters, this appears to be a 
fair hydro-economic arrangement. The 
Lempa River Commission being a public 
authority, the margin of its profit on power it 
sells may be presumed to be small and the 
price paid by the people of Matapan—and 
Guatemala—is likely to be reasonable. 


Once agreed upon by ratification the Lake 
Giiija project would insure benefits for both 
participants. It would secure for both coun- 
tries electric supplies they can profitably use 
and in particular may stimulate economic 
development of the Guatemalan Departamento 
of Jutiapa, riparian to the lake. Further- 
more, it might become the first step in a 
broader economic integration. To benefit the 
immediate Lake Giiija area as well as both 
countries, Guatemala and El Salvador might 
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consider cooperation on a spur to the Guate- 
malan “Atlantic Highway,” thus giving 
southern Guatemala and its neighbor an 
easier access to the Atlantic. Viewed against 
a background of recent proposals for closer 
Central American economic cooperation the 
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proposed Lake Giiija project may also set the 
pattern for other international hydro- 
economic schemes in the area. 

ABRAHAM M. Hirscu 
Research Associate, Foreign Areas Studies Division, 
American University 


Reclamation’s Influence on the Rest of Agriculturet 


EDERAL natural resource programs 
affect agriculture through (a) bringing 
in new land and (b) creating non-agricul- 
tural outputs such as power and navigation. 
that in turn impinge on agriculture. The 
new land effects appear the more significant 
for agriculture. Power and navigation draw 
population to an area but relatively few 
agricultural products (milk, some truck 
crops) are primarily demand-oriented in the 
location of their production. If an area has 
low income due to inefficient production and 
lack of fluidity in factor markets, a natural 
resource program may alter the situation 
through economic development effects. The 
Tennessee Valley Authority may be the only 
federal natural resource development that is 
very notable in this regard. 


The present paper concerns the new land 
effects of federal programs. The 6.4 million 
acres on irrigation projects of the United 
States Bureau of Reclamation affords an 
example of new land brought in over the 
past fifty years. An idea of its relative im- 
portance is given in Table I. Flood protec- 
tion from Corps of Engineers structures has 
new land implications in that it permits the 
cropping of protected land (or more intensive 
cropping if the land was already in 
cultivation). Even if the new land equivalent 
is not, as claimed, greater than acreage of 
Bureau of Reclamation projects the Corps 
must still be credited with a major land de- 
velopment effort. The United States De- 
partment of Agriculture watershed program 
by contrast is not so major. The figures are 
smaller and in themselves overstate the 
amount of land development inasmuch as a 
watershed project may serve only to increase 
somewhat productivity of land already in use. 
The United States Department of Agri- 
culture Agricultura] Conservation Program, 


t The material on which this article is based was presented 
at a meeting of the Association of Southern Agricultural 
Workers, Memphis, Tennessee, February 1959. 


TABLE I—Estmates PERTAINING TO FEDERAL LAND 
DEVELOPMENT PRoGRAMS 








Average 
Annual 
Benefits 
(Millions 
of dollars) 


Investment 
by Govern- 
ment 
(Millions 
of dollars) 


New Land 
Equivalent 


(Millions 
of acres) 





Bureau of 
Reclamation... . 

Corps of Engineers. 

USDA Watershed 


$1 ,9685 


1,195¢ | 26.0-52.08 


1847 
283 


Land Cleared 
under Agricultural 
Conservation 

3.54 

















1United States Bureau of Reclamation, Reclamation Era, 
November 1957, p. 101. 

2Edward F. Renshaw, Toward Responsible Government 
(Chicago, Illinois: Idya Press, 1957), p. 122. 

3M. L. Weinberger, “Emerging Research Needs for 
Small Watershed Development,” paper given at Conference 
for Co-operators in the Tennessee Valley Authority Agri- 
cultural Economics Research Activities, March 26, 1958, 
Knoxville, Tennessee, p. 5. Land equivalent given above is 
flood plain land. Total area of these watersheds is 2.8 
million acres. 

4H. H. Wooten and J. R. Anderson, Major Uses of Land in 
the United States, United States Department of Agriculture 
Information Bulletin No. 168, Washington, D. C., 1957, p. 
89. 

’Commission on the Organization of the Executive 
Branch of Government, Task Force on Water Resources and 
Power (Washington, D. C.: Government Printing Office) 
Vol. 1, p. 47. 

6 Renshaw, op. cit., p. 119. 

7United States Department of Agriculture, Agricultural 
Statistics (Washington, D. C.: Government Printing Office, 
1954) p. 547. 

8 Using a land value approach, Renshaw (of. cit., p. 122) 
estimated a capitalized benefit of $520 million. Range given 
in table assumes a capitalization rate between 5 percent and 
10 percent. 


which has entailed important private ex- 
penditures as well as federal, is certainly 
responsible for bringing in much new land 
equivalent since 1936. In addition to the 3.5 
million acres cleared in connection with this 
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program, subsidies have been involved in 
draining and levelling for irrigation large 
additional acreages. 

The preceding figures on land brought in 
are not negligible when compared with the 
roughly 400 million total acres used for crops 
in the United States.! 

Land use adjustment is both dynamic and 
interrelated among the different regions. 
These characteristics are relevant in under- 
standing the impact of land development on 
agriculture. Figure 1 indicates that relative 


FIGURE 1—Lanp Use 


Illinois 
Michigan 
Wisconsin 

West Korth Central 
Minnesota 
Towa 
Missouri 
Horth Dekota 
South Dakota 
Nebraska 
Kanses 

South Atlantic 
Delavare 
Maryland 
Virginia 
West Virginia 
North Carolina 
South Carolina 
Georgia 
Plorida 


177 


stability at the national level conceals a great 
deal of adjustment in land use that is off- 
setting among the regions. Illustrative are 
the declines in land in farms in New England 
and the South Atlantic to the accompani- 
ment of expansions in the West South Central, 
Mountain and Pacific regions. The greater 
stability at the national level than among the 
regions is not an accident. Rather, it is a 
manifestation of the interrelatedness of the 
regions. Some of the changes are primarily 
causes and others are primarily responses 


Cuances: 1950-1954. 
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Source: United States Department of Commerce, United States Census of Agriculture: 1954, General Report, Volume II 
(Washington, D. C.: Government Printing Office, 1956), pp. 30-33. 


necessitated by these causes. Reclamation is 
a prime example of a causal shift. 

Regional interrelatedness is due to the 
fact that United States agricultural produc- 
tion shares a common demand and the inter- 
relatedness is made more pronounced by the 
inelasticity of demand. An increase in agri- 


1 According to figures derived from the 1954 Census of 
Agriculture, cropland used chiefly for crops was 399 million 
acres. See H. H. Wooten and J. R. Anderson, Major Uses 
of Land in the United States. United States Department 
of Agriculture Information Bulletin No. 168, Washington, 
D. C., 1957, p. 3. 


cultural production on a new reclamation 
project almost inevitably means that there is 
going to be less agricultural production 
somewhere else. 


An acreage change matrix is helpful in 
throwing light on how regional displacements 
work themselves out. As shown in Figure 2, 
the entries total column-wise to acreage 
change for an area and they total row-wise to 
aggregate acreage change for a crop. Per- 
haps a chief advantage of the setup is in 
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FIGURE 2—AcrreaGe CHANGE Matrix: 1949-1954. 
(Mixuions oF AcreEs) 
Net Change N'East Mid-East South Mid-West Lake Dakotas Mid-Plains S.Plains Cal-Ariz N'West 
Wheat -19.8 ie -.4 — -2 — el Ie -2.0 J 9 ie +0 IS -6.1 ie oh J -e2 IS 1.5 
pAhAnhAhApArpAp AM Aap A ah A 
Corn -5e2 02 fence FE H-109 FS -07 fol > 2/ fE-2-3 FE -1.3 b> 21 FP 22 
: ae eo A AA ch A hd ch ch ch A ch Sr 
Hay 4,3 IS -.2 IS -.2 — me2 > 1.2 > ot > 1.0 > 1.2 > 6 > el ord 05 
A prA RA DAD LS VW hr Nan 
Cotton 7.7 le 4.2 Se -3.4 > 2/ 
\ fh flv h lay STN a 4) a Ws ees 
Other 16.9 ES n-3 FE 2/ 2.0 > 2.2 FS 2/ PP 4.0 fe 3-2 P56 > .5 PP 1.6 
IN I la\\ hh v lay 7 a, on a a oe, 
Total -11.5 e-.7 by-e bw le 06 le -6 le 2.1 -3.0 bo le 6 le 6 




















1 Arrows explained in text. For the original acreage figures “Net Change” is the row sum and “Total” is column sum. 
These sums do not hold exactly in the matrix as shown, due to rounding. 


2 Magnitude of change less than .05. 


Source: United States Department of Commerce, United States Census of Agriculture: 1954, General Report, Volume II 
(Washington, D. C.: Government Printing Office, 1956), pp. 34, 606-811. 


forcing a consistent picture taking account of 
ideas about the totals. 

Consider the forces affecting cell entries for 
the South. The declines for the country as a 
whole of wheat, corn and cotton are assumed 
in {the matrix to be dominated by external 
forces rather than to result from shifts within 
the matrix. These forces were related to total 
demand as well as to aggregate acreage re- 
striction under government programs. This 
is indicated by a single arrow going out from 
each one of these three crop totals. The 
arrow coming into the cell for each of these 
three crops for the South indicates direct im- 
pingement of the forces in this region. Then 
the arrow going out of each of the three latter 
cells indicates the chain of causality con- 
tinued on, playing a part in further effects on 
southern agriculture. 

The remaining crop cells for the South (hay 
and “other’) have arrows that turn out 
mainly to be an indirect result of the na- 
tional changes already mentioned in wheat, 
corn and cotton. That is, tracing through 
other parts of the matrix indicates that the 
national declines in wheat, corn and cotton 
made for substitutions in favor of hay and 
“other.” Because of national demand the 
extent of these adjustments in the South and 
in other regions was not independent, as indi- 


cated by the connected arrows along the hay 
and “other” rows. And the arrow coming 
out of the hay and the arrow going into the 
“other” cell for the South column show that 
these crops were causally related to the total 
change in southern agriculture. 

Both the direct and indirect effects that 
have been noted made for a decline in crop 
acreage in the South. This is indicated by 
the single arrow going into the total acreage 
change for the South of —4.4 million acres. 
According to this interpreiation, the latter is 
one of the main end resultants of the forces 
playing on the table.” 

Here are hypotheses about the major roles 
of the regions in agricultural adjustment that 
can be helpful in tracing the effects of 
reclamation: 

The agriculture of the Northeast is declining 
because of a secular disadvantage in agri- 
cultural production. The decline has been 
going on for several decades. It is at least 
partly related to a climate and topography 
that has not been favored by technological 
progress as much as other regions. A con- 
tinuing cost-of-production disadvantage, 


2 The acreage change matrix and the concept of chains of 
reaction that can be contained in it are introduced and de- 
veloped in a forthcoming monograph by G. S. Tolley and 
L. M. Hartman, Crop Acreage Change, 1909-1957. 
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rather than specific displacements from other 
regions, may largely determine the rate of 
decline. 

The Midwest is not marginal. It has a 
strong comparative advantage in agricultural 
production, as evidenced by its high land 
values and relative stability of total farmland. 

The West has at least three different major 
influences: (a) Federal reclamation, whose 
effects we are interested in here, may be con- 
sidered exogenous. (b) Private irrigation 
facilities have been built to take advantage of 
a limited number of profitable investment 
opportunities. In view of the large costs it is 
not likely to be undertaken unless definitely 
profitable and the high productivity once 
facilities are built make it largely irreversible. 
Thus private irrigation projects do not seem 
marginal. (c) There were wheat expansions 
in the western plains connected with World 
War II that would be marginal in the 


absence of government control programs. 
These farms would probably not produce for 
a free market equilibrium price but can do so 
with their acreage allotments under the price 
support program. They are frozen in with 
their historical base acreage so that other 
regions must share more fully in adjustments 
surrounding wheat and its substitutes. 

The South is left as one of the main residual 
equilibrators in adjusting total agri- 
cultural supply. This is supported by the 
observation that land values in this region are 
generally low and near the cost of clearing. 
Land has gone out of farms on net but at the 
same time there has been considerable private 
land development. There are large rural 
areas not farmed, much of it woodland, whose 
soil does not appear very different from that 
now in farms. 

The following hypotheses underlie Table 
II, which aims to give a systematic picture of 


TABLE II—Intra-AGRICULTURAL EFFECTS OF PRODUCTION OF FEDERAL RECLAMATION PROJECTS 
(Gross crop value in millions of dollars) 























Estimated Effects” 
Decrease in 
Production on| Increase in | Additions} Increase | Decrease | United States 
AREA AND CROP Reclamation | United States to in in Production 
Projects! | Consumption | Storage | Exports | Imports | Off Projects 
West (17 states) 
eer 180 0 0 0 0 60 
Cotton............ 159 0 10 20 0 —120 
Cereals............ 104 0 5 10 0 0 
Sugar Beets........ 88 0 0 0 88 0 
0 421 0 0 0 0 295 
South (14 states) 
BOPARC. 0.00505 see 0 x x x x 60 
Coton... 2 ..c.ceeee 0 x x x x 249 
Cereals... ccc cec 0 x x x x 89 
Sugar Beets........ 0 x x x x 0 
ee 0 x x x x 84 
North (17 states) 5 
Forage............ 0 x x x x 60 
COMO. 2.065. cces 0 x x x x 0 
On 0 x x x x 0 
Sugar Beets........ 0 x x x x 0 
0 0 x x x x 42 
ROMAN oso! esyevsvasSies etcioreie 952 0 15 30 88 819 














1Source: Department of Interior, 7957 Annual Report (Washington, D.C.: Government Printing Office, 1958), pp. 36-37. 


* Estimated effects explained in text. 


*North Dakota, South Dakota, Nebraska, Kansas, Oklahoma, Texas, Montana, Idaho, Wyoming, Colorado, New 
Mexico, Arizona, Utah, Nevada, Washington, Oregon, California. 
4 Delaware, Maryland, Virginia, West Virginia, North Carolina, South Carolina, Georgia, Florida, Kentucky, Tennessee, 


Alabama, Mississippi, Arkansas, Louisiana. 


5 Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut, New York, New Jersey, Pennsylvania, 
Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, Missouri. 
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the effects of production that takes place on 
federal reclamation projects. 

The yearly production of 952 million dol- 
lars worth of crops from the projects must 
have negligible effect on United States con- 
sumption in view of the inelastic demand for 
farm products. Perhaps in recent years 15 
million dollars additional products have gone 
into storage as a result of the production. 
Exports may have been 30 million dollars 
greater. These figures are derived from 
applying a five-year-average percentage for 
the United States (for storage and exports, re- 
spectively, of various crops) to the amounts 
produced on reclamation projects. Imports 
appear to have been decreased roughly 88 
million dollars as a result of sugar beet pro- 
duction on the federally reclaimed land. It is 
assumed that an amount of sugar equivalent 
to that supplied from reclamation projects 
would be added to imports. 


This leaves the bulk of the 952 million 
dollars worth of production on reclamation 
projects accounted for by declines in agri- 
cultural production in the United States off 
the projects. Cotton was displaced in the 
South, directly by cotton production on the 
projects and indirectly by fruit and vegetable 
production. The fruit and vegetable pro- 
duction that would otherwise take place in 
the West would force less cotton-growing in 
the West and would thus further increase the 
amount that could then take place in the 
South. If it were not for government allot- 


ments and price support, the cereals produc- 
tion on reclamation projects would have 
tended to displace marginal wheat farms in 
the western plains. But because of the 
operation of the government programs the 
South may be the marginal region of the 
country in terms of cereals production. The 
one assumption we might be able to make 
favorable to minimizing impact in any one 
region is that the declines in forage produc- 
tion may have been distributed rather evenly 
over the country. 


The analysis suggests that main effects of 
western reclamation have been in the South, 
where perhaps 480 million dollars worth of 
production has been displaced. The serious- 
ness with which this exact number is taken is 
not so important as the conclusion that effects 
have assuredly been significant. Since 480 
million dollars is about five percent of gross 
farm income in the South, it may be that one 
farm worker for every twenty remaining in 
southern agriculture has been displaced by 
western reclamation.® 


G. S. ToLLey 


Department of Agricultural Economics, 
North Carolina State College, 
Raleigh, North Carolina 


2For the states we have included in the South in this 
analysis gross farm income in 1957 was just under $10 
billion. See United States Department of Agriculture, 
Agricultural Marketing Service, The Farm Income Situation, 
September 1958, pp. 25-29. 


The Economies of Scale in the Motor Carrier 
Industry: A Reply 


"THE MAY 1958 issue of this journal con- 

tained an article by Edward W. Smykay 
(“An Appraisal of the Economics of Scale in 
the Motor Carrier Industry,” pp. 143-148) 
in which the author related the title of his 
article to public policy for the motor carrier 
industry. In the course of his discussion he 
criticized the analytical technique which I 
had used in a study of highway transport in 
New England. 


I should like to comment on Smykay’s 
paper because not only do I question the 
soundness of Symkay’s criticism but also I 
feel that he has, inadvertently perhaps, con- 


veyed a faulty impression of the content of 
my study—which is no longer in print.! 
One thing is quite clear in Smykay’s 
article; namely, his hostility to the point of 
view expressed by Walter Adams and James 
B. Hendry? that the motor carrier industry 
fits the classical model of perfect competition 
and therefore can safely be freed of regulation. 


1Robert A. Nelson, “The Economic Structure of the 
Highway Carrier Industry in New England,” Motor Freight 
Transport for New England (Boston: New England Governors’ 
Committee on Public Transportation, 1956). 

2 Walter Adams and James B. Hendry, Trucking Mergers, 
Consolidation and Small Business; An Analysis of Interstate Com- 
merce Commission Policy (Washington, D. C.: United States 
Government Printing Office, 1957). 
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Evidently, because the Adams-Hendry report 
cited the New England study’s analysis of 
scale in the motor carrier industry, the 
Adams-Hendry philosophy and policy con- 
clusions are imputed to it. That this is a 
serious misinterpretation of the New England 
report will be apparent to anyone who may 
read it in its entirety. It may explain Smy- 
kay’s incorrect “implied assumptions of 
Nelson” and the unfortunate misquotes in 
his article. 

The title of Smykay’s article (in which 
“economics of scale” is presumably a mis- 
print for “economies of scale”) would suggest 
that his opposition to the Adams-Hendry 
view stems from a belief that the optimum 
size of firm in the trucking industry may be 
too large to meet the requirements for perfect 
competition. This impression is reinforced 
when Smykay criticizes my study most 
strongly in its conclusion that there was little 
or no evidence of the advantages of size in an 
important segment of the motor carrier in- 
dustry in New England. Since Smykay 
evidences a willingness to accept some 
measure of de-regulation if it can be shown 
that there are no economies of scale in 
trucking, he apparently felt pressed to re- 


pudiate the findings of the New England 
study.* Unfortunately, Smykay could muster 
little evidence to support a case against cost 


linearity. In the light of the announced 
intention of the title of the article, it is sur- 
prising that he admits that statistical studies 
which he has prepared (but does not present) 
are open to criticism since “artificial con- 
ventions had to be employed.”’¢ 

My concern, however, is not so much with 
Smykay’s views as with his use of my report 
as a straw man to extricate himself from his 
self-contrived cul de sac. Smykay’s review of 
my study conveys the impression that I 
entertain a Pollyanna vision of the trucking 
industry, free of regulation, smoothly donning 
the classic garb of perfect competition and 
functioning flawlessly forever thereafter. 
Evidence to the contrary he seems to regard 
simply as unprofessional inconsistency on my 
part. Also I object to his attributing the 
policy recommendations contained in my 
report solely to the finding that there is 
little evidence that economies of scale exist 
in trucking in New England. 


* Edward W. Smykay, “An Appraisal of the Economics 
of Scale in the Motor Carrier Industry,” Land Economics, 
May 1958, p. 144. 

‘ Ibid., p. 146. 
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The need for clarification seems to follow 
along three lines. One, a brief recapitulation 
of the recommendations of the New England 
report; two, a correction of the misquotations 
and unjustified imputations which are 
sprinkled through Smykay’s treatment of my 
report; and three, a reply to his criticism of 
my analytical techniques. 


The New England Report’s Recommendations 


In general, the New England report’s 
recommendations were made in an attempt 
to unravel the deep insinuation of the Inter- 
state Commerce Commission into the lives 
and fortunes of motor carrier firms, based on 
findings that Interstate Commerce Com- 
mission regulation has tended to engender a 
rigid, and economically inefficient organiza- 
tion of the industry, characterized by viru- 
lently high-cost service competition. They 
did not contemplate that highway transporta- 
tion could safely revert to a complete state of 
de-regulation. Certain restraints on the 
fratricidal tendencies of firms in the industry 
would have to be maintained, perhaps in- 
definitely. Thus the recommendations are 
couched in such terms as the following: 


“The test of common carrier certification should 
be revised to accord to market forces more in- 
fluence in determining the public’s need for high- 
way transport. To this end the Interstate Com- 
merce Act should be amended to direct the Com- 
mission to grant certificates to ‘fit, willing, and 
able’ carriers unless it can be shown that the 
public convenience and necessity will not be 
thereby served .... 

“The Interstate Commerce Act should be revised 
to direct the Interstate Commerce Commission to 
establish maximum or minimum reasonable rates 
for each carrier rather than for groups of carriers.” 5 


If a single underlying theme of the report 
were to be spotlighted it would be that the 
burden of checking the latent competitive 
excesses of the industry should be shifted at 
least in part from the state to the industry 
itself. Relief from the enervating hand of the 
Commission is the objective, not a reign of 
competitive terror. 


Corrections 


1. Smykay’s article states “the public 
policy conclusions stated by Nelson are 
that regulation should be geared to the ad- 


5 Op. cit., p. 24. 
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mission of ‘any applicant who is fit, willing 
and able’.”® He omits the important qualifi- 
cation in the report “unless it can be shown 
that the public convenience and necessity 
will not thereby be served.” 

2. The New England report’s recom- 
mendations that the Commission be directed 
to establish maximum or mimimum reasonable 
rates for each carrier is misquoted by 
Smykay’s article as “ ‘maximum and mini- 
mum rates for each carrier’.”’” 

3. The report recommended that “public 
policy at the state and municipal level should 
foster conditions of economic efficiency in the 
highway transport industry. Measures with 
regard to traffic control, highway construc- 
tion, and terminal construction and opera- 
tion may be taken to further the efficiency of 
highway carrier operation.” Smykay re- 
phrased this as “and states and municipali- 
ties should foster, among other things, 
‘terminal construction and operations’.”’® 

4. “The implied assumption of Nelson that 
all carriers domiciled in New England serve 
a single market area is obviously at variance 
with the facts. The market area served by a 
common carrier of general commodities is 
determined by its certificate.”® I made no 
such assumption in my analysis, as will be 
shown further. Moreover, the market area 
served by a common carrier is limited by not 
“determined by”’ its certificate. 

5. In a footnote Smykay says: “This New 
England Study appears to be oriented to a 
determination of the relative competitive 
position of New England to other regions of 
the economy” and that if transport costs are 
reduced they “‘will redound to the benefit of 
all areas and New England will still be faced 
with the same relative transport cost differ- 
entials.”!® Both statements are incorrect. 
The research report had two objectives: one, 
to ascertain the proportions of the highway 
transport industry in New England; two, to 
analyze the economic performance of the 
industry in its present setting of regulation. 
(Cf., p. 23 of report.) 

Curiously, Smykay contradicts his own 
contention about the neutrality of changes in 
transport cost by citing location theorists 
who have “all pointed out quite clearly that 
increases in transport costs are a powerful 


© Op. cit., p. 144. 
1 Ibid. 


8 Ibid. 
® Ibid. 
10 Ibid. 
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factor which bring (sic) about decentraliza- 
tion of industry. Reduction in transport costs 
will only enhance centralization ....”!!_ The 
inconsistency here need not be dwelt upon. 
Although the New England report which 
occupies Smykay’s attention did not concern 
itself with transport costs of New England 
producers vis a vis other regions, another 
report in the New England series pointed out 
that as the national market slips westward 
New England finds that its stake in improved 
transportation is continuously _rising.! 
Clearly, reduced transport costs would enable 
Jow cost New England producers to extend 
their markets. 


The Analytical Technique 


The gist of Smykay’s criticism of my 
analytical technique can be summed up 
about as follows: “Authorities” agree that 
statistical measurement of cost and price in 
relation to size of firm must be done only by 
placing each firm in its relevant market. 
Smykay illustrates his criticism by showing 
that carriers having different portions of 
truckload and _ less-than-truckload business 
may be of the same size yet have different 
costs per ton mile.13 

The reply to this criticism, which rests in 
part on the reader’s own view of the statistics 
reproduced. below, starts with the strong 
a priori case against the presence of economies 
of scale in trucking. The case can be deduced 
from such considerations inter alia as the 
number of firms in the industry—probably 
running as high as 125,000 for the for-hire 
segments, and the picture of the Interstate 
Commerce Commission heroically manning 
the gates against entry into the regulated 
sector of the industry. 

The statistical technique of the New 
England study assumed that if good sized 
batches (102 and 65) of firms with some 
common characteristics (Class I common 
carriers of commodities generally, operating 
in, or to and from, New England) were di- 
vided into revenue classes containing 10 or 
more firms the cost figures produced would 
be significant. (In several classes the num- 
ber was below ten.) It was recognized that 


11 Ibid. 

12 Robert A. Nelson, New England Highway Freight Rates 
(Boston: New England Governors’ Committee on Public 
Transportation, 1957); also Arthur Bright and George H. 
Ellis, The Economic State of New England (New Haven: Yale 
University Press, 1954), Chapter 13. 

18 Loc. ait. 
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individual carriers are exposed to varying 
factors which influence cost such as terrain, 
traffic consist, less-than-truckload to truck- 
load ratio, road congestion, loading facilities, 
etc. However, it was presumed that these 
differences would tend to be submerged if 
the carriers were taken in groups. 
Refinements such as reliance on cost per 
vehicle mile rather than cost per ton mile 
(contra Smykay) to lessen the influence of 
load, and summing operating figures foreach 
class to avoid averaging of averages were pre- 
sumed to heighten the credibility of the re- 
sults. The figures on average haul and 
average load insofar as they represent operat- 
ing characteristics provide a basis for com- 
paring the classes. Reproducing the tables 
here to which Smykay referred (numbered 5 
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and 6 as in the original report) seems appro- 
priate. 


Two tables which Smykay ignored in his 
comment may be of interest. In order to 
“standardize” operating characteristics to 
the extent statistically possible, the New 
England report set up two arrays of carriers 
with similar average hauls and average 
loads. These are shown here as Tables 9 
and 10 as numbered in the report itself. 


None of the figures in the four tables show 
any significant tilt of vehicle mile cost as 
revenue rises. To maintain in the face of 
this evidence that there are economies of 
scale in trucking is to hold that the large 
carriers included in the analysis were in a 
different business from the small carriers with- 


TABLE 5—RELATIONSHIP OF ANNUAL INTERCITY REVENUE TO OTHER OPERATING DATA—102 CARRIERS 
OF GENERAL FREIGHT DoMICILED IN NEw ENGLAND: 1954 








Annual Inter- 
city Revenue 
in $1,000’s 


Cost per 
Vehicle-Mile 


Average 
Load, Tons 


Average 
Haul, Miles 


Cost per 
Ton-Mile 





$.82 
75 
81 
72 
72 
79 








$.158 81 
.174 98 
.077 151 
083 178 
.107 160 
.095 197 














Source: Robert A. Nelson, ““The Economic Structure of the Highway Carrier Industry in New England,” Motor Freight 
Transport for New England (Boston: New England Governor’s Committee on Public Transportation, 1956). 


TABLE 6—RELATIONSHIP OF ANNUAL INTERCITY REVENUE TO OTHER OPERATING DATA—65 CARRIERS 
OF GENERAL FREIGHT DomIcILED OuTsIDE NEw ENGLAND OPERATING 
in NEw ENGLAND: 1954 








Annual Inter- 
city Revenue 
in $1,000’s 


Cost per 


No. of 
i Vehicle-Mile 


Carriers! 


Cost per 
Ton-Mile 


Average 
Haul, Miles 


Average 
Load, Tons 





249.... 4 $.76 
499.... 10 57 
5 58 
7 59 
9 76 
16 .55 
13 52 


10,000-49,999.... 








83 
205 
174 


$.107 +; 
7. 
9. 
268 0. 
1. 
. 
1. 


.071 
-062 
059 
.068 
.048 
047 


280 
486 
652 














1 The total does not add to 65 because annual intercity revenue was inadvertently omitted for one carrier. 


Source: See footnote, Table 5. 
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TABLE 9—RELATIONSHIP OF ANNUAL INTERCITY REVENUES TO OPERATING Costs—NEw ENGLAND 
CARRIERS WITH SIMILAR CHARACTERISTICS OF HAUL AND Loan: 1954! 





Annual Inter- Cost per Average Cost per Average 
city Revenue Vehicle-Mile Load Ton-Mile Haul 





— 
oO 
oO 


$.104 180-220 
.107 180-220 
116 180-220 
.071 180-220 
066 180-220 
.098 180-220 
-059 180-220 
113 180-220 
102 180-220 
-088 180-220 


$1.04 


rary 
=) 
Oo 


womovowovrv 
oooocoooce 














Coefficients of Rank Correlation 
Between Annual Intercity Revenue and: 


21 





1 Figures for Average Load and Average Haul were not in published table. 
Source: See footnote, Table 5. 


TABLE 10—RELATIONSHIP OF ANNUAL INTERCITY REVENUES TO OPERATING Costs—Non-NEw 
ENGLAND CARRIERS WITH SIMILAR CHARACTERISTICS OF HAUL AND Loap: 1954! 





Annual Inter- Cost per Average Cost per Average 
city Revenue Vehicle-Mile Ton-Mile Haul 





$.053 740 
.039 880 
.032 1,115 
.027 800 
.037 860 
.032 1,156 

: .044 760 

12,620,000 é 042 720 

16,280,000 ‘ 042 850 

16,890,000 : .038 980 

19,360,000 : .036 1,490 

35,670,000 : .044 750 














Coefficients of Rank Correlations 
Between Annual Intercity Revenue and: 


003 





1 Figures for Average Load and Average Haul were not in published table. 
Source: See footnote, Table 5. 
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out, however, having different characteristics 
of average haul and average load. It is diffi- 
cult to perceive why else cost figures did not 
decline as the size of firm increased. Tak- 
ing a cue from Smykay’s illustration one 
might conclude, for example, that large 
carriers predominated in less-than-truckload 
business (nonetheless somehow or other hold- 
ing up their average load figure to par for the 
industry) but that their cost advantages did 
not appear, in comparison with the costs of 
smaller carriers, because less-than-truckload 
business is in general higher cost. Of course 
the assumption is reversible. If the larger 
carriers had economies of scale in less-than- 
truckload business (that is lower costs than 
small carriers with the same ratio of less-than- 
truckload) and thus gravitated in that direc- 
tion, it follows that the small carriers benefited 
from diseconomies of scale in primarily truckload 
business. It can also be concluded that the 
larger carriers could not have been engaged to 
a greater extent than the smaller in truckload 
business or they would have exhibited lower 
costs. But the supposition that the larger 
carriers sold in different markets from the 
smaller is pure speculation and, if it were so, 
the figures in the tables indicate that econo- 
mies of scale in some segments of trucking 
were balanced by diseconomies of scale in 
others. !4 

Smykay has not made a dent in the 
a priori case against the presence of econo- 
mies of scale in trucking and his criticism of 
my statistical technique would be more con- 
sistent with his cited authorities if we were 
dealing with an industry comprised ofa 
handful of firms, viz. steel. 

14 Table 6 shows a rise in average haul correlating with 


the rise in average revenue. This may derive from the few 
long haul carriers in 1935 and tight entry restrictions since. 


Smykay’s article includes also a series of 
discursive comments about what might be the 
economics of the trucking industry. Although 
he decries the efforts which have been made 
to develop cost relationships in the industry, 
Smykay’s final plea is for “‘more fundamental 
research oriented not only to statistical cost 
studies based on implicitly assumed condi- 
tions of perfect competition” but also to 
“certain types of institutional analysis.’”’'® 
This writer would appreciate being removed 
from Smykay’s roll of those who implicitly 
assume conditions of perfect competition in 
the trucking industry. Aside from the fact 
that perfect competition is a classroom ab- 
straction, simply the eruption of rate wars 
indicates that trucking is a few miles down 
(or up) the rivalry pike from the pole of 
pure competition. 


One paragraph near the end of the article 
about depreciation in the trucking industry 
seems particularly unintelligible containing 
reference to what must be an accounting 
innovation, namely, “fully depreciated as- 
sets.”16 In it Smykay seems to be saying that 
the industry is plagued by the chronic 
presence of depreciated equipment utilized 
by marginal operators and that in fact the 
industry’s high rate of depreciation is an un- 
desirable property. To which we ask, is not 
a low rate of depreciation a barrier to entry 
insofar as it is symptomatic of long-term 
“sunk” capital, and often an ingredient in 
the recipe for economies of scale? 


Rosert A. NELSON 


Associate Professor-on-leave, 
University of Washington 


18 Op. cit., p. 148. 


16 Ibid. 


The Economies of Scale in the Motor Carrier 
Industry: A Rejoinder 


ROFESSOR NELSON’S paper covers a 

broad range of topics in a relatively short 
treatment. It therefore is difficult to select 
those subjects which may properly be treated 
in a short reply. Of course, my original com- 
ment on the Nelson Report suggesting that it 
was of high professional standard still stands. 
However, some of his criticisms dealing with 
my analysis of the report cannot go un- 
answered. 


It was my intent to give a brief review of 
Professor Nelson’s work so that its general 
nature was understood by the reader. Ap- 
parently, the only way out of this dilemma is 
for each individual to read it for himself and 
reach his own conclusions. As to the glaring 
errors, even a casual reading of my article 
will clearly show some typographical errors 
which, however, are easily interpreted by any 


* fair-minded reader. 
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As to “corrections” suggested by Professor 
Nelson, I leave it to the reader to determine 
their significance. I cannot pass this section 
without observing that at least one of the 
“errors” upon which a “correction” is based 
refers to “maximum and minimum” rates. 
Reference to page 16 of the Nelson Report 
shows that his own committee states: 


“In keeping with this suggestion, we feel that 
the Commission’s (I.C.C.) regulatory power 
should be confined to maximum and minimum rates. 
(Emphasis supplied.) It should not have power 
to disapprove a rate for the sole reason that its 
use would threaten the position of some competing 
carrier, however inefficient. A minimum rate 
should be defined in terms of the ‘“‘direct ascertain- 
able costs” of producing the service in question.” 


The paragraph is quoted in its entirety so that 
further misunderstanding may be minimized. 
It would indeed appear to be the height of 
folly if Professor Nelson would condemn the 
findings of his own committee on this point. 
But in all logic, this he must do. 

The more substantive criticisms by Pro- 
fessor Nelson deal with the heart of the New 
England Study which is the statistical 
analysis. Professor Nelson states the issue 
clearly in his present paper when he describes 
the methodology employed by him in col- 
lecting and analyzing the truck cost data. 
The first observations on his approach relate 
to sample size and character. According to 
Professor Nelson the samples consisted of 102 
Class I common carriers of commodities for 
those carriers domiciled in New England and 
65 carriers of Class I carriers of commodities 
of carriers domiciled outside New England 
but operating in the territory. Apparently 
no attempt was made to separate the costs of 
these carriers according to their New England 
and non-New England business. This, of 
course, may very well be impossible to do. 
The result of not taking this factor into ac- 
count would result in a mixing of cost char- 
acteristics of the carriers studied so that it 
represents some sort of average cost for the 
territories and markets served by these car- 
riers. The Interstate Commerce Commission 
studies of the cost characteristics of motor 
carriers indicates that there are cost differ- 
ences in different territories. 


1 Motor Freight Transport for New England (Boston, Massa- 
chusetts: A Report to the Governors’ Conference by the 
New England Governors’ Committee on Public Transporta- 
tion, October 1956) Report Number 5, p. 16. 








According to the cost studies, the line 
haul out-of-pocket costs per vehicle mile, for 
example, are found to be ¢14.651? for the 
East-South territory, ¢18.438* for the Eastern 
Central territory, and ¢16.8174 for the South 
Central territory. These are indeed signifi- 
cant differences which are usually attributed 
to the different transport and market char- 
acteristics of the regions. No one, to my 
knowledge, had indicated that these differ- 
ences are in any way functionally related to 
size. 

It may be further pointed out that in the 
original report a tabular presentation of 
carriers by type of goods hauled is presented. *® 
The listing of carriers by their commodity 
groupings is labeled General Commodity, Hous- 
hold Goods, Specialized Commodity and Not 
Specified. The heading on the statistical 
tables, again in the original report, is Carriers 
of General Freight. Finally, in his present 
paper, Professor Nelson states that the 
sample was based on Class I Common Car- 
riers of Commodities. I assume that Pro- 
fessor Nelson in all three instances meant 
general commodity carriers as commonly 
understood. Including all carriers of ‘“Com- 
modities” would result in increasing the 
population from which the sample was 
drawn and reducing the sample percentage 
proportionately. ® 

Professor Nelson, in his present paper, also 
suggests that carriers may have varying 
factors affecting costs, such as terrain, traffic 
consist, less than truckload to truckload ratio 
(the main point of my article under discus- 
sion) road congestion, loading facilities, etc. 

Further, it is indeed curious that the com- 
mittee to which Professor Nelson presented 
his findings states that it (the committee) did 
not explore fully the problems of terrain 
and traffic congestion. Indeed, under the 
circumstances it will be convenient to “‘pre- 
sume” that those factors are adequately 
represented in the sample. Again to avoid 
further misunderstanding, the full paragraph 
of the committee on this point is included:’ 


“It was impossible for this Committee to 
explore every aspect of motor carrier trans- 
port in the New England region. We did 
not, for example, attempt to explore fully the 





2 ICC Statement No. 9-58, Washington, D. C., 1958, p. 9. 
8 ICC Statement No. 457, Washington, D. C., 1958, p. 10. 
«ICC Statement No. 9-58, Washington, D. C., 1948, p. 10. 
8 Op. cit., pp. 26, 27. 

6 Op. cit., p. 27. - 

7 Op. at., p. 18. 
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problems of traffic congestion and difficult 
terrain mentioned toward the beginning of 
this report. We have already suggested that 
these factors do not deem to be very impor- 
tant as contributors to high truck transport 
cost, certainly much less so than the short- 
haul factor and the administrative structure 
under which the industry operates. Never- 
theless, having investigated them to only a 
very limited degree, it is impossible for us to 
dismiss them as being of no possible im- 
portance. It is possible, for example, that a 
study of public truck terminals or jointly 
owned terminals might indicate some op- 
portunities to reduce traffic congestion and 
lower operating costs.” 

The validity of this type of assumption 
may be tested by the freight bill study of 
Professor Stanley Brewer of the University of 
Washington.® In the interest of space conser- 
vation the percentage ranges of two factors 
which may affect motor carrier costs are 
presented from Professor Brewer’s study.°® 
The reader then may judge whether an 
assumption of equal impact upon carriers as 
a result of these factors may be allowable. 


TABLE I—Minmoms as A PERCENTAGE OF TOTAL SHIPMENTS 
FoR TRAFFIC MovinG BETWEEN DistRIBUTION CENTERS 


1. From Portland to Yakima, Spokane, Everett, Bellingham 
and Aberdeen and return. 
Minimum Percentage. .17.2% (Everett to Portland) 
Maximum Percentage. .47.7% (Portland to Aberdeen) 
2. From Tacoma to Portland, Seattle, Aberdeen, Spokane 
and Bellingham and return. 
Minimum Percentage... 30.4% (Spokane to Tacoma) 
Maximum Percentage. .73.8% (Seattle to Tacoma) 
3. From various distribution centers (7) to smaller com- 
munities. 
Maximum Percentage, Aberdeen to Forks... .. 42.5% 
Minimum Percentage, Bellingham to Bower. ..94.7% 
4. From various major points (4) to distribution centers. 
Minimum Percentage. .25.5% (Portland to Kemuceh) 
Maximum Percentage. .56.4% (Tacoma to Townsend) 


These data have not been selected at random 
but rather each item was chosen in such a 
way as to indicate the range of each variable 


*Stanley H. Brewer, The Utilization of Motor Common 
Carriers of General Freight in Distribution Patterns (Seattle, 
Washington: Bureau of Business Research, University of 
Washington, 1957). 

* Table I is derived from data appearing on pp. 143-146 
and Table II from data on pp. 148-150 of the Brewer study. 


TABLE II—Averace Weicuts oF InsouND AND OuTBOUND 

SHipMeNTs For Various Parrep Points, EXPRESSED ON A 

Ratio oF SMALLEsT AVERAGE SizE To LarcEesT AVERAGE 
Size ror Eacu Par or Points 








Ratio of 
Larger to 
Average | Smaller 
Weights | Average 
Weight 
Tacoma to Portland............. 725.2 
Portland to Tacoma............. 1685.9 2.3 
Spokane to Portland............. 5285.5 
Portland to Spokane............. 1074.1 3.1 
Bellingham to Everett............ 861.0 
Everett to Bellingham............ 566.5 1.5 
Spokane to Seattle............... 3921.1 
Seattle to Spokane............... 895.7 4.4 
Seattle to Aberdeen.............. 375.3 
Aberdeen to Seattle.............. 439.7 1.2 
Portland to Yakima.............. 532.5 
Yakima to Portland.............. 7815.6 14.7 
Yakima to Seattle............... 2970.0 
Seattle to Yakima............... 530.7 5.6 
Portland to Bellingham........... 655.5 
Bellingham to Portland...........] 6250.0 9.5 











which will affect costs. In both elements 
extreme variability is apparent. In the 
light of these variances, an assumption of 
average effect within a single sample may 
indeed take on heroic proportions. However, 
it also simplifies the statistical problems of 
analysis. 

In summary, I again state that Professor 
Nelson has made a real contribution to the 
advancement of knowledge of the trucking 
section of the motor carrier industry. I 
suspect that the area of agreement may be 
greater than that of our disagreements. But 
I am sure that Professor Nelson will allow me 
the privilege of criticism of those portions of 
his report with which I may disagree. 


Epwarp W. SMYKAY 


Assistant Professor, Business Administration, 
Michigan State University, East Lansing 


The Strength and Weakness of Western 
Housing Markets: A Reply 


IN THE November 1958 issue of this 

magazine Douglas Cannon evaluates the 
strengths and weaknesses of western housing 
markets for the purpose of substantiating his 
thesis that growth in the markets is of “such 
speculative dimensions and so dynamic in 
character that, without prudent management 
and the exercise of self-restraint, business 
entrepreneurs run the risk of over-supplying 
the West’s markets.” He develops his thesis 
by offering evidence to indicate that the 
local economy supporting the markets has 
additional elements in it which could magnify 
certain inherent and developing weaknesses. 
His presentation offers arguments on both 
sides of the question but concludes with warn- 
ing about the need for increased efficiency in 
operations, long-range foresight, bold planning 
and political courage if “sound development 
and redevelopment of urban areas of the West 
are to beachieved.”! Mr. Cannonisto becom- 
mended for attempting to provide a balanced 
appraisal of one of the most dynamic but 
suspect housing markets in the United States 
—that of the eleven states, Hawaii and 
Alaska. I do not propose to challenge his con- 
clusions but his data and, in doing so, to 
strengthen the conclusions by additions and 
further reinterpretation. Perhaps the great- 
est strength in Mr. Cannon’s article is his 
emphasis on the dynamism and diversity of 
Western markets. The most significant 
weakness, in my opinion, is in the data he 
presents and assumptions he has derived from 
them. To illustrate my points I shall follow 
Mr. Cannon’s organization and limit my 
data to the same time period restrictions he 
faced. 

Mr. Cannon’s tendency to generalize from 
limited data and to be somewhat inexact in 
his treatment of them is personified in his 
remark that he will discuss the“‘eleven states 
west of the Rocky Mountain Divide.” There 
are not eleven states west of the “Rocky 
Mountain” (i.e., Continental Divide) but 


t Douglas Cannon, author of the article on which this 
reply is based, was given the opportunity to rejoin but was 
unable to do so at the time because of other commitments, 
It is possible that a subsequent issue of this journal may in- 
clude further discussion by Mr. Cannon. 

1 Douglas V. Cannon, “The Strength and Weakness of 
Western Housing Markets,” Land Economics, November 
1958, pp. 316-328. 
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the eleven westernmost states do include the 
Divide. The physical separations of Alaska 
and Hawaii as well as completely divergent 
economic influences affecting them do not 
warrant their inclusion in the housing markets 
of the eleven western states and, for that 
matter, the eleven states do not constitute 
a proper homogeneous housing market. The 
confusion produced by the geographical 
errors is compounded by the over-frequent 
references to California or sections of Cali- 
fornia as examples of what is happening in 
the western housing markets. California does 
account for approximately fifteen percent 
of the national housing market? but is hardly 
representative of housing activities in such 
areas as Oregon, Washington, and Idaho, for 
instance. Nor is the confusion reduced by 
comparisons which dart from _ national 
markets, to unidentified eastern area markets, 
to northeast United States areas and back to 
national markets. A comparison of California 
with selected national and eastern data would 
present more convincing evidence of some of 
the trends Mr. Cannon seeks to highlight. 

However, here are point-by-point com- 
parisons to provide more specific examples of 
the sources of weaknesses: 

(1) Migration may have accounted for the 
great increases in population in the west in 
past years but natural increases are account- 
ing for a constantly greater proportion of 
increase each year. For instance, in August 
1957 the California population increased 
daily at the rate of 1,560 newcivilian residents 
of which 600 were natural increases. Recent 
projections of population (December 1958) 
as reported by the Security-First National 
Bank indicate that in the California metro- 
politan areas net in-migration will account 
for a gradually diminishing portion of the 
growth.* Thus, future population growth is 
not dependent upon in-migration to the 
degree which has been customary in the past. 


* California Savings and Loan League, California Savings 
and Housing Data Book (1958), Table 8, p. 10. 

*Security-First National Bank, Los Angeles, Monthly 
Summary of Business Conditions in Southern California, December 
1958. The population analysis reported was prepared by a 
group of population analysts and research specialists from 
various public utility concerns, financial institutions, re- 
search organizations, planning commissions, state agencies, 
etc., after six months’ study. 
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(2) Construction expenditures have ac- 
counted for a major portion of economic 
strength not just in the West but in the entire 
economy and is not a weakness peculiar to 
the west. The rate of construction in the 
west is a function of population increases and 
these are expected to be sustained until 
at least 1980. 


The concern over the high degree of re- 
liance by a community on construction 
expenditures is a valid one; however, it is 
important to notice that in October 1957 the 
west had only four of the twenty leading 
metropolitan areas in homebuilding in the 
United States, certainly not a disproportion- 
ate number in terms of the housing need,‘ 
and this was not an unusual month. 


(3) The dependence of the west on military 
spending for economic stability is, again, not 
a unique characteristic but common to the 
national economy. The somewhat higher 
dependence of the west on this activity when 
coupled with a high proportion of the voting 
population may be more of a mixed blessing 
than a decided weakness. If we assume that 
economic stability depends upon consumer, 
business and government spending, then the 
west is in a favorable position because it has a 
sufficient voting power and a sufficient in- 
terest in production for military needs to 
produce pressures against cut backs in mili- 
tary spending. This control certainly pro- 
vides a greater potential for stability than 
does the reliance of centers such as Detroit on 
the whims of consumer purchases of auto- 
mobiles or the dependence of the Gary- 
Chicago area on steel purchases. 


Continuing testimony before Congressional 
committees and actions by Congress suggest 
that military spending is not likely to be re- 
duced by any significant amount in the rea- 


sonably foreseeable future. Furthermore, 
because of military spending the west is 
getting a valuable lead in developing the 
industries of the new space age almost upon 
us—atomic power, rocket and jet transporta- 
tion, transitor telecommunications, com- 
puter development—to mention only a few. 
Finally, as long as it is recognized that sig- 
nificant cutbacks in military spending might 
trigger economic downturns in the West 
which could easily permeate the entire 


4 Security-First National Bank, Los Angeles, Monthly 


Summary of Business Conditions in Southern California, October 


1957. 
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economy, such cutbacks are not likely to 
occur. 


(4) The dependence of home-building on 
eastern capital can also be looked upon as the 
dependence of eastern capital on western 
home-building for investment opportunities. 
Might not mortgage lending in the east be 
badly depressed if the west did not need their 
money? The extra price paid is not neces- 
sarily extra in terms of higher prices since 
home prices and financing in the west are 
easily competitive with almost any other 
housing market and not at all high when com- 
pared to western incomes. Perhaps rates in 
the west are not high but rates in the east are 
too low in comparison with some unspecified 
“normal.” The differences in rates are notas 
great, however, as Mr. Cannon suggests. For 
instance, the Federal Housing Administration 
reported the average interest rate on a con- 
ventional first mortgage as of January 1, 1957 
to be 5.85% for the West, 5.55% for the 
Northeast, 5.65% for the North Central. 


If the dependence on eastern money is 
viewed as a limiting factor on growth it might 
also be considered the necessary leaven to 
temper western optimism with outside im- 
partial eastern investment judgments. In this 
way the west is prevented from becoming a 
captive of its own biases and developing a 
really dangerous rate of construction. 


The argument that western homebuilders 
are pricing themselves out of the market, if 
true, can be applied to the entire United 
States because in 1956 the Boeckh Cost 
Index on frame residences for representative 
eastern and western areas was: United 
States 275, New York 302, Baltimore 266, 
Boston 277, Chicago 279, Dallas 251, Denver 
269, Seattle 254, San Francisco 270, Los 
Angeles 266.6 Who is pricing whom out of 
what market? In January 1957 the Federal 
Housing Administration reported average 
housing costs for the ten most expensive areas 
in the United States.?_ Only one western city 
was included in the list, Reno, Nevada, and 
it was fifth from the top. Furthermore, a 
builder reported that a house selling for 
$15,000 in Chicago in January 1957 sold 
for $11,500 in Denver. ® 


5 Federal Housing Administration, Research and Statistics 
Release, October 10, 1958. 

© Engineering News-Record, October 17, 1957, p. 91. 

1 House and Home, January 1957, p. 126. 

8 Ibid. 
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(5) The assignment of inflation and over- 
building as a western weakness overlooks the 
fact that this is another weakness which 
equally is actually characteristic of almost all 
areas in the nation. To suggest that infla- 
tion in the west is greater because of increases 
in prices and rents overlooks the basic 
definitions of inflation. Also, the consistently 
rising level of building is not necessarily in- 
dicative of disastrous “boom” conditions. 
We do not know, nor has anyone established 
definitely, what rate of residential or non- 
residential construction is needed to meet 
growth requirements and provide necessary 
building replacements. Inflation and boom 
are relative and must be related to demand, 
productive capacity and productivity levels 
before we can accept Mr. Cannon’s con- 
clusions on the subject. 

Mr. Cannon also charged that western 
growth is speculative and concluded by citing 
high vacancy rates as one of the indicators of 
this condition. Speculation is more clearly 
proved by showing that production is beyond 
absorption capacity and pricing is uneco- 
nomic—neither of which were established. 
The areas cited as having high vacancy rates 
do have high percentage rates from time to 
time but this is largely a function of imperfect 
market information and not speculation. 
Typically, unsold inventory of completed 
homes never shows a lag of more than three 
months at any time. To quote from the un- 
published report of the Federal Housing Ad- 
ministration, Los Angeles office for July 
1956° .... “offsetting the period in which 
completed houses remain on the market is the 
fact that .. . . one out of four houses under 
construction is sold before completion, re- 
flecting a continuing active market for houses 
at the right price and the right location.” 
This comment was made with respect to an 
analysis of vacancy in construction in Los 
Angeles, Orange, San Bernardino and River- 
side Counties. The rates quoted by Mr. 


* Federal Housing Administration, Office of Market 
Analyst, Los Angeles, California (unpublished, mimeo- 
graphed), Survey of New Tract Housing in Thirty Selected Localie 
ties in the Four Los Angeles Metropolitan Counties, July 1956. 
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Cannon were typical of the markets in 
these counties for 1955, 1956, 1957 and 1958 
and were not in themselves indicators of 
speculation. " 

The western housing market is often a sub- 
ject of analysis and discussion but not of com- 
plete detailed research and analysis.¥% The 
data presented by Mr. Cannon would have 
made his closing admonitions more convinc- 
ing if he had taken advantage of already 
available data which would have lent his- 
torical perspective and more effective com- 
parisons as well as providing a base for the 
advocated “long-range foresight, bold plan- 
ning and political courage.” 

There are certain significant data which 
Mr. Cannon overlooked and which I would 
like to add to show the real strengths of the 
Western areas: (1) Between 1947 and 1954 
manufacturing employment in the Pacific 
states increased by 46.2 percent, in the 
Mountain states by 34.2 percent as compared 
to a decline of 3.0 percent in the New England 
states, 4.1 percent increase in the Middle 
Atlantic states and 3.4 percent increase in the 
east North Central, to mention only a few.!° 
(2) Value added by manufacture between 
1947 and 1956, compared to a United States 
average of 100, was 192 in California, 79 in 
Oregon, 139 in Washington, 568 in Nevada, 
262 in Arizona, 98 in Idaho as compared to 
70 in New York, 84 in Pennsylvania, 91 in 
Maryland, 85 in Illinois and 97 in Indiana." 
(3) Regional income trends between 1930 
and 1956 showed that in 1940 the northeast 
accounted for well over 39 percent of all 
personal income in the country but by 1956 
this figure had dropped to just below 30 
percent. On the other hand, western in- 
come represented only slightly more than 11 
percent of national personal income in 1930 
but had risen to 16 percent by 1956.1? 


Frep E. Case 


Associate Professor 
Real Estate and Urban Land Economics, 
University of California, Los Angeles. 


10 United States Department of Commerce, Area Develop- 
ment Bulletin, Vol. 11, No. 4, August-September 1956. 

11 Jbid., Vol. IV, No. 4, August-September 1958. 

32 Ibid., Vol. IV, No. 5, October-November 1958. 
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Sampling Opinions. By Frederick Stephan and 
and Philip J. McCarthy. New York: 
John Wiley & Sons, Inc., 1958, pp. 439. 
$12.00. 

Anyone concerned with or engaging in re- 
search dealing with human behavior knows 
of the problems that stem from sampling. 
Until perhaps twenty years or so ago, 
sampling from human populations was, at 
best, a haphazard business. Yet social 
scientists were relatively happy in their 
innocence. As more sophisticated proba- 
bility designs as well as improved judgment 
designs came into use, many new problems, 
formerly either totally unperceived or only 
dimly ascertained, became painfully ap- 
parent. 

Shortly after World War II the National 
Research Council and the Social Science Re- 
search Council jointly appointed a committee 
to deal with sampling and other survey 
problems. The committee appointed was 
called the Committee on the Measurement of 
Opinion, Attitudes, and Consumer Wants. 
One result of the committee’s work was the 
stimulation of this book. Professors Stephan 
and McCarthy have not, however, presented 
a primarily mathematical treatment of 
sampling. Instead, they have attempted to 
develop a reference guide to the many 
problems that come up in the planning and 
execution of samples with some possible 
solutions offered, and with attention directed 
to needed research. 

The book is divided into three main parts. 
First, an introduction of some five chapters is 
provided. In addition to dealing with the 
practical value of sampling, and raising some 
rather broad questions about the subject, an 
attempt is made to give some idea of the 
variety of different sampling procedures. 
Some conceptual models of typical sampling 
and measurement procedures are suggested, 
and a final chapter offers some “general con- 
clusions about the dependability, improve- 
ment, and operations of sample surveys.” 


The second part of eightchapters describes 
the authors’ studies of actual surveys. These 
provide some evidence suggestive of solutions 
to many sampling problems. Topics such as 
limitations of check data, comparisons of 
data from several surveys, the sampling 
variability of quota samples, and problemsof 
accessibility and cooperation are covered. In 
addition, a detailed analysis of the field 
operations of a national quota sample survey 
is presented. 


The third section of nine chapters make up 
a guide or outline of how to design a complex 
survey. Some intriguing subjects are covered 
including some general principles of strategy 
in drafting designs, the control of deviations 
from and changes in the design during opera- 
tions, and finally, a chapter on the appraisal 
of design performance. 


This is certainly a book that anyone with a 
technical interest in the sampling of human 
populations should read. 


Epwarp E. WERNER 


The University of Wisconsin 
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Principles of Transportation. By Frank H. 
Mossman and Newton Morton. New 
York: The Ronald Press, 1957, pp. vi, 
510. $6.50. 

This work is designed as a text for use in an 
introductory course in transportation. The 
authors have attempted to combine in one 
volume transport economics and transport 
administration. While the purpose is praise- 
worthy, the execution leaves something to be 
desired. In only two chapters, comprising 
about 28 pages, is there any attempt to 
present a basic economic framework with 
which to tackle the problems facing the trans- 
port industries. That the treatment is there- 
fore quite sketchy is only to be expected, but 
in addition it is often inaccurate. For ex- 
ample, on page 16 is presented the usual 
figure illustrating the relationship between 
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short-run and long-run average unit cost 
curves. In the paragraph discussing this 
figure, three mis-statements are made: (1) 
that the long run curve may be “assumed to 
be the total unit cost curve for the entire in- 
dustry;” (2) that this curve 1s “the sum of the 
average total unit cost curves for each of the 
companies in the industry;” and (3) that it 
is ‘‘the sum of the lowest points . . . . for each 
firm in the industry.” 

In the third chapter, dealing with the 
theory of ratemaking, a similar lack of ac- 
curacy is found. On pages 213-14 there is 
implied agreement with a cited carrier posi- 
tion that rates below variable costs are an 
appropriate way to secure traffic since some 
contribution to total costs result. At still 
another point (p. 211), the authors make the 
statement that cost of service and value of 
service are “interdependent in the pricing of 
carrier services” when what is meant is that 
they are codetermining. 

By far the greatest portion of the book is 
devoted to the history of transport regulation 
and development, and the internal adminis- 
tration of carriers. The historical portions 
are well written, interesting, and factually 
accurate with an especially good chapter 
devoted to regulatory standards. Some 
analysis or critical comment upon these de- 
velopments in terms of the alternatives from 
which the regulators and the legislators had 
to choose would be of help to the beginning 
student, but this comment was not provided. 

Perhaps this volume differs most from 
others of its genre by giving considerable 
space to internal carrier organization and 
functioning. The treatment is almost en- 
tirely descriptive and fluctuates between be- 
ing greatly detailed and being so general in 
nature as to be almost platitudinous. At 
times it is reminiscent of the material that is 
often included in the Introduction to Business 
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course designed to acquaint freshmen with 
some basicidea as to the functions of the Sales 
Department, the Accounting Department, 
the Market Research Department, the Pur- 
chasing Department, etc. 

In the section on transport policy the 
chapter dealing with highway financing has 
only four paragraphs devoted to an ex- 
planation of allocating highway costs to 
beneficiaries and five paragraphs on the 
allocation of costs to users. ‘These para- 
graphs merely list the theories and objections 
to each with no discussion or evaluation of 
their usefulness. The only other chapter on 
policy is couched in general terms with 
little or no analysis covering the major policy 
controversies in this vital area. For example, 
on p. 435 the authors make the statement 
that “any kind of transportation which 
cannot support a full allocation of costs and 
which requires subsidies, direct or indirect, 
indicates its inability to reflect full economic 
costs in the rates which it applies,” but they 
do not then make this the basis for recom- 
mendations or a discussion of the need for 
user charges. 

In summary, the work has a good deal of 
extremely valuable and detailed information 
on carrier internal management functions and 
problems, but is relatively inadequate on the 
basic economic and policy issues facing the 
transport industries. For use as the text in a 
specialized management course within a 
transportation major, this deficiency may be 
of little importance but it does seriously 
impair the value of the work for a course 
which in many cases is the only exposure the 
student has to transportation. 


Wiu1aM IuLo 


Bureau of Economic and Business Research, 
State College of Washington, 
Pullman, Washington 
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Research Board Special Report 35, 
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